* 


l JStrla Central Hibrarp l 

PILANI (Jaipur State) 


\ 

t 


cim* no > yt> o * k <i < 

BookNo.- EU-lAi F- jj 
Accession No ;- 




in n 


I 





FRANCE S CRISIS 




MACMILLAN ANI) CO., Limukd 

LONDON . BOM BA \ . CALCUTTA . MADRAS 
MELBOURNE 

THE MACMILLAN COMPANY 

NEW U)RK . BOSTON CHICAGO 
DALLAS . ATLANTA . SAN FRANCISCO 

THE MACMILLAN COMPANY 
OF CANADA, LIMITED 


TORONTO 



FRANCE’S CRISIS 


BY 

PAUL EINZIG 


MACMILLAN AND CO., LIMITED 
ST. MARTIN’S STREET, LONDON 
1934 



COPYRIGHT 


PRINTED IN GREAT BRITAIN 
BV R. & R. CLARK, LIMITED, EDINBURGH 



WITH APOLOGUES 
TO 

PROFESSOR ANDRfi SIEGFRIED 




PREFACE 


What is wrong with France? Are her finances suffering 
from a chronic malady, or are her difficulties only a 
passing disorder? What are the real causes of her present 
severe depression ? Is France the victim of circumstances 
which are beyond her control, or is “The fault, dear 
Brutus, not in her stars but in herself”? Should France 
try to consolidate her position by adopting a realistic 
monetary policy, or should she keep a tight grip of the 
time-honoured orthodox monetary principles by which 
she clings to the present parities of the franc? What 
attitude should she adopt in face of the German peril? 
These and similar questions are being asked not only 
in France and throughout Europe but also in other 
continents. For to-day it is universally recognised that 
France has reached a cross-roads in her history. The 
interest which is being shown in her problems by the 
rest of the world is not simply academic, for the fate of 
no other country—with the possible exception of the 
British Empire and the United States—is so vital to the 
future welfare and tranquillity of mankind. 

The above lines have been adapted from the Trans¬ 
lator’s Note to M. Andre Siegfried’s admirable book, 
England's Crisis. The substitution of “France” for 
“England” in the text was almost the only sub¬ 
stantial alteration required. It is evident that the 
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same remarks which were so aptly made concerning 
England in 1931 now apply to France. She is at 
present in a position strikingly similar to that of 
England three or four years ago. Her currency is 
grossly over-valued compared with its economic parities. 
Her finances and her trade are suffering in conse¬ 
quence, just as British finances and trade suffered for 
the same reason until 1931. Her political situation is 
characterised by a deadlock not altogether dissimilar 
from that of Great Britain under the Labour Govern¬ 
ment. Her Government is just as stubborn in refusing 
to face facts as was the British Government of 1931. 
The only difference is that in the case of the British 
Government of three years ago this lack of a sense of 
reality manifested itself in a determined refusal to 
abandon the nineteenth-century principles of Free 
Trade, while in the case of the present French Govern¬ 
ment the fetish is monetary orthodoxy. What differ¬ 
ence there is between the present situation in France 
and the situation in England in 1931 is largely ac¬ 
counted for by the difference between the tempera¬ 
ments of the two nations. In this respect France is 
decidedly at a disadvantage, and the solution of her 
problems will be more difficult than that of Great 
Britain three years ago. 

In this book the author makes an attempt to ex¬ 
amine the difficulties of France. Although he devotes 
much attention to monetary and financial problems, 
the scope of the book covers the full range of economic, 
political, psychological, moral, and international prob¬ 
lems with which France is confronted. 
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It is the author’s contention that the desperate 
efforts and sacrifices made for the sake of maintaining 
the franc at its present over-valued level are futile; 
that notwithstanding the strength of its technical 
position the devaluation of the franc is merely a 
question of time; that prolonged resistance to the 
inevitable can only result in wasting France’s re¬ 
sources and energies; that, in view of her un¬ 
favourable budgetary and Treasury position, the 
depressed state of her trade, the unsettled state of the 
nation’s mind, and, above all, the growing German 
menace, France can ill afford such waste; and that, 
consequently, the devaluation of the franc is a pre¬ 
liminary condition to the solution of all her vital 
problems. 

To put it in a nutshell, the French nation has to 
choose between the franc and France. It would doubt¬ 
less be possible to maintain the franc at its present 
parities for years, at the price of great hardships to 
most sections of the population, at the risk of internal 
disorders, and at the cost of sacrificing the security 
of France by weakening her system of defence for the 
sake of budgetary equilibrium. It is for the French 
people to decide whether the result is worth the risks 
and the sacrifices. 

In writing this book the author was prompted by a 
desire to help the French nation to see itself as it is 
seen by others. Although in the past he has criticised 
the French attitude in the field of international 
finance, his attacks were not animated by any hostile 
feelings towards France. On the contrary, as a former 
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student and graduate of the University of Paris, he is 
and has always been actuated by genuine affection and 
admiration for that great country. If in the past he 
felt compelled to criticise, it was because he was con¬ 
vinced that the French attitude at the time was 
dangerous and harmful to Europe and to France her¬ 
self. Events have, unfortunately, justified his fears. 
It is more than probable that a few years ago a 
conciliatory spirit on the part of France regarding 
reparations, and a spirit of co-operation in solving 
international financial problems in general, might have 
averted both the world economic crisis and the advent 
of an extremely aggressive and dangerous political 
regime in Germany. 

All this, however, is past history. Whatever her 
attitude was in the past, it is beyond question that 
at present it is no longer France but Germany that is 
endangering the peace and prosperity of mankind. 
Thus the author is no longer on the other side of the 
barricade; he ranges himself whole-heartedly on the 
side of France. He declares himself in favour of an 
Anglo-French alliance to safeguard the security of 
France. 

Notwithstanding his change of attitude, the author 
feels compelled to be critical towards the present 
policy and system of France. Much of his criticism, 
coming as it does from abroad, may prove bitter 
reading to Frenchmen. The author cannot, however, 
emphasise sufficiently that if he is outspoken in his 
criticism at the risk of causing resentment, it is be¬ 
cause he views the position and prospects of France 
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with grave concern and because it is his desire to assist, 
however slightly, the French nation in working out 
its salvation. His book is critical in the sense in which 
Professor Siegfried’s book on England was critical; it 
is inspired by the same friendly spirit. The author 
can only hope that it will be received in similar 
spirit. P. E. 

The White Cottage 

South Bolton Gardens 

London, S.W., September 1934 
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CHAPTER I 


INTRODUCTORY 

Since the war the world has been the scene of a 
succession of kaleidoscopic changes. Every country 
has had its ups and downs. Every one of them has 
experienced dramatically sudden changes for the better 
and for the worse. At one time during the post-war 
period most countries in turn had the satisfying 
feeling of power or prosperity, only to be deprived 
of it unexpectedly by a capricious and inscrutable 
Fate. They all had spells of despair and defeatism, 
from which they recovered with an amazing sudden¬ 
ness, only to relapse once more. Time and again the 
political, economic, and financial balance of power 
in Europe underwent a complete change. A variety 
of events and developments reversed, at frequent 
intervals, the relative strength of rival states and 
groups. 

France had her full share of these post-war fluctua¬ 
tions, in the broadest sense of the term. The victor of 
the Marne and the dictator of Versailles had to 
struggle before long with the irresistible forces of a 
financial crisis. The fall of the franc, caused largely 
by M. Poincare’s foreign policy which culminated in 
the occupation of the Ruhr, was followed by a specta¬ 
cular though short-lived recovery in 1924. After his 
defeat at the General Election his successors pursued 
a more conciliatory foreign policy, which, however, 
did not prevent a financial relapse. Again, the “victory 
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of the franc” under M. Poincare’s second Premiership 
raised France to a position of politico-financial hege¬ 
mony in Europe. Between 1927 and 1931 France had, 
indeed, everything a nation could possibly desire: 
political power, economic prosperity, and financial 
stability. Her military, political, and monetary strength 
was easily first in Europe, and her prestige attained its 
zenith. Even the economic depression which began in 
1929 appeared to have left her unaffected. Indeed, it 
was generally believed, by Frenchmen and foreigners 
alike, that France’s supremacy was safely established, 
at any rate for the lifetime of this generation. 

The last three years have made it evident that, in 
our period of instability, nothing can be regarded as 
permanent. Between the end of 1931, when France 
first began to feel the effects of the world crisis, and 
the end of 1933, her position underwent a remarkable 
change. Economically, her prosperity gave way to a 
severe depression, with little hope of an early respite. 
Financially, she was becoming increasingly vulner¬ 
able. Politically, she ceased to be in a position to retain 
the supremacy she had achieved as a result of the 
Allied victory. Indeed, at the beginning of 1934 it 
was thought that France was on the verge of a political 
and financial collapse. 

The various currents that undermined her strength 
and stability were brought to a climax in February 
1934. It was the Stavisky scandal that provided the 
direct cause for the crisis of 1933-1934; but there were 
underlying factors at work, which would have pro¬ 
duced their effect in any case sooner or later, though 
perhaps in less dramatic and spectacular circum¬ 
stances. There was, in the first place, the budgetary 
deadlock. The budget which M. Poincar^ succeeded in 
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balancing was hopelessly unbalanced by his successors. 
Unsound finance, combined with the inevitable effect 
of the economic crisis, had resulted in a deficit, with 
which the Governments that followed each other in 
close succession were powerless to cope. For economic 
reasons it was impossible to raise revenue, and for 
political reasons it was impossible to reduce expendi¬ 
ture. None of the Governments had the strength or 
the courage to tackle the problem. The efforts they 
made were feeble and inadequate, and their results 
were soon wiped out by the aggravation of the eco¬ 
nomic crisis. Budgetary self-deception was brought to a 
fine art. Time after time the optimistic estimates proved 
wrong by milliards, which, however, did not prevent 
the Finance Ministers from “balancing” their budget 
again on paper by non-existent receipts and im¬ 
practicable economies. 

In itself, a budgetary deficit is no disaster. In normal 
conditions a French Government should easily be in 
a position to raise a few milliards by borrowing. But 
conditions in 1933 were far from normal. The ill- 
advised conversion operation of 1932 was followed by 
a heavy decline of the rentes, which raised the cost of 
Government borrowing to a practically prohibitive 
figure. In any case the absorbing capacity of the 
market for long-term loans was negligible. In such 
circumstances the Treasury found it increasingly diffi¬ 
cult to meet maturities quite apart from the problem 
of providing for the excess of expenditure over cur¬ 
rent revenue. Its supplies of liquid funds dwindled 
to a dangerously low level. With some difficulty the 
banks were persuaded to buy Treasury bills, but the 
limit to which they could do so without endangering 
their liquidity was approaching. It looked as if sooner 



4 France’s crisis oh. 

or later the Government would have to fall back upon 
the Bank of France to cover its requirements. With 
the inflationary experience of 1923-1926 fresh in mind, 
the public viewed the Treasury’s position with grow¬ 
ing anxiety. 

This fear of inflationary borrowing gave rise to a 
flight from the franc. The efflux of the foreign capital 
that had taken refuge in Paris during the earlier part 
of the year was accompanied by an efflux of French 
capital. The Bank of France lost gold on a large scale 
through withdrawals for export and for internal hoard¬ 
ing. It is true that the gold stock was well in excess 
of requirements, and the Bank of France could well 
afford to lose some. Yet the persistence of the gold 
drain caused an increasing uneasiness; this accentuated 
the flight from the franc, which again resulted in 
further gold withdrawals. Internal hoardings of both 
gold and notes also tended to aggravate the situation. 
The decline in the gold reserve and the hoarding of 
notes further reduced the supply of funds available 
for meeting the Treasury’s requirements. The vicious 
circle was thus complete. 

The economic situation was also discouraging. Al¬ 
though the rising trend of world prices brought some 
respite, France did not benefit by the revival to 
the same extent as the United States, Germany, or 
Great Britain. Her export industries continued to 
suffer from the lack of demand for luxury articles, 
and her agriculture had to be bolstered up by artifici¬ 
ally high wheat prices which precluded a reduction 
of wages in industry. Owing to the over-valuation of 
the franc, tourist traffic was at a low ebb. Efforts to 
bring the trade balance to an equilibrium through a 
reduction of imports provoked retaliatory measures on 
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the part of other countries, and resulted in trade wars. 
The depreciation of the dollar and of the currencies of 
the sterling group accentuated the disadvantages of 
France in international competition, and the diffi¬ 
culties of adjusting the price-level in France to the 
world level through deflation were becoming increas¬ 
ingly apparent. 

The arise de confiance , caused by all these adverse de¬ 
velopments, was brought to a culminating point by the 
Stavisky scandal. From the beginning of the crisis 
there had been no lack of financial scandals in every 
part of the world, and France had had rather more than 
her due share of them. In spite of this, the Stavisky 
affair came as a terrific shock to her. Hardened as the 
French public was to wholesale financial frauds com¬ 
bined with political corruption, the circumstances of 
the Stavisky scandal were such as to arouse a wide¬ 
spread feeling of despair. Although Frenchmen have, 
generally speaking, a low opinion of the average moral 
standing of their politicians, the degree to which politi¬ 
cians—some of them holding responsible positions— 
were involved in the frauds and in the efforts to handi¬ 
cap the course of justice against the criminals, shook 
their faith in the whole institution of Parliamentary 
democracy. 

The prestige of Parliament was already declining 
as a result of the budgetary deadlock. The public had 
viewed with growing dismay the inability of Govern¬ 
ments to take the necessary steps to restore sound 
financial conditions. The unwillingness of Governments 
and Parliament to risk unpopularity by passing Dra¬ 
conian measures of economy was viewed with con¬ 
tempt. And the incessant intrigues that led to frequent 
personal changes in the Government, without materi- 
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ally altering the team which had been in charge since 
the resignation of M. Herriot, produced the same im¬ 
pression as the over-involved plot of a second-rate 
comedy. The disclosures in connection with the Stavisky 
scandal were but the last straw to destroy confidence 
in Parliament. The long-drawn-out investigations ex¬ 
asperated the public and created a mentality that 
bred the riots of February 1934. 

Utter demoralisation characterised the French 
nation early in 1934. After the Stavisky disclosures, 
everything and everybody was under suspicion. It 
was whispered that a number of other financial 
scandals were about to explode; that the Govern¬ 
ment, Civil Service, and even the armed forces, were 
thoroughly rotten; that half the gigantic amounts 
spent on the fortification of the Eastern frontier and 
on the Air Force had disappeared in the sink of cor¬ 
ruption, and that consequently these mainstays of 
France’s defence against a German invasion were 
little more than worthless. The result of such talk— 
which in prevailing circumstances found ready be¬ 
lievers—was widespread defeatism. It is said to have 
manifested itself in wholesale desertions from the 
Army, which could not be checked, as the Government 
was unwilling to prosecute the offenders for fear of 
publicity. In face of the growing menace of German 
re-armament France was showing signs of utter de¬ 
moralisation. Riot followed riot—in some cases for 
trifling reasons and under no provocation—and the ex¬ 
ecutive forces did not possess sufficient authority to 
maintain order. Indeed, France had every appearance 
of being on the verge of collapse. Developments were 
watched closely from beyond the Rhine, where the 
plight of France was painted in vivid colours by the 



I 


INTRODUCTORY 


7 


Press. A Berlin newspaper went so far as to refer to 
France in its headlines as “the sick man of Europe”. 

If we examine the situation to-day it is difficult to 
believe that all this happened barely six months ago. 
In the meantime, another kaleidoscopic change has 
taken place. To-day France presents a totally dif¬ 
ferent picture. The advent of the Government of 
National Union under M. Doumergue marked another 
turning-point in the post-war history of France. It was 
followed by energetic measures to balance the budget. 
The Treasury’s cash position has improved, partly by 
borrowing and partly by reducing the current deficit. 
The danger of inflationary Government borrowing 
from the Bank of France has been removed. Confidence 
in the stability of the franc has returned. The flow of 
gold has been reversed, and the Bank of France has 
recovered most of what it lost during the months of the 
crisis. The dishoarding of funds created easier mone¬ 
tary conditions, enabling the Treasury to raise the 
money still needed for maturities and current expendi¬ 
ture. A certain influx of foreign funds began to be 
noticeable. 

In the sphere of politics, too, there was an all-round 
improvement. Confidence in constitutional institutions 
began to return. There were no new scandals of any 
importance, and the clearing up of the mystery sur¬ 
rounding the Stavisky affair made some slight pro¬ 
gress. As is usually the case when disclosures lead to 
an exceptionally strong wave of public indignation, 
those formerly engaged in corrupt practices without 
having been found out have become more careful, 
and the standard of political and business mor¬ 
ality has risen decidedly. The prestige of Parlia¬ 
ment, too, has to some extent been restored by its 
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willingness to endorse the reform measures adopted by 
M. Doumergue’s Government. In anticipation of a 
thorough constitutional reform, the organisations 
which took the initiative in the February riots 
decided to adopt a reserved attitude, and street dis¬ 
turbances have practically ceased. The defeatism of 
February has given way to a more confident tone, and 
the morale of the nation has improved beyond re¬ 
cognition. 

And yet, is it justifiable to assume that France’s 
crisis is over? On more than one occasion since 1931 
a wave of distrust in France has been followed by a 
spell of over-buoyant confidence, only to be succeeded, 
in turn, by another phase of distrust. Is the present 
spell of better sentiment more than such a phase? Is 
it not merely one of the kaleidoscopic changes which 
will be followed by another change, this time for the 
worse? Have we the right to assume that the present 
phase is final? Is France’s crisis really over? Or is 
the present feeling of optimism merely the exag¬ 
geration of a partial and provisional improvement, 
just as the defeatism six months ago was the 
exaggeration of the adverse developments that cul¬ 
minated in the events February? 

To answer these questions, it is necessary to ex¬ 
amine, one by one, the various manifestations of the 
crisis, or (to make use of the wealth of French crisis 
vocabulary) to examine the various crises that have 
been running concurrently in France. In England we 
only know political crises, economic crises, and financial 
crises. Even the latter term is considered by many as 
superfluous, for a financial crisis is usually a mani¬ 
festation of an economic crisis. In France, on the 
other hand, they talk about a variety of crises. There 
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are the crise budgetaire, the crise de Tresorerie, the arise 
monetaire, the crise bancaire, the crise economique, the 
crise politique, and, above all, the crise de conjiance and 
the crise morale. Although they form part and parcel 
of the same crisis, it is advisable to examine them one 
by one. 

The greatest achievement of the Government of 
National Union has been the improvement of the 
budgetary situation. It would be, indeed, unfair not to 
give due credit for its achievements in this field. At 
the same time it may well be asked whether the 
budgetary problem has really been solved. Apart alto¬ 
gether from the deficit of the railway budget and from 
expenditure on public works, the equilibrium of the 
ordinary budget itself is open to question. There can 
be little doubt that, in compiling revenue figures, the 
Government has anticipated a degree of economic 
recovery which has failed to materialise so far. Is it 
likely to materialise in the near future, or is it more 
probable that trade will further deteriorate? Another 
question is how the drastic cuts in expenditure are 
likely to react upon the revenue side of the budget. 
Last, but by no means least, it is possible that, in 
connection with developments in the sphere of inter¬ 
national politics, armament expenditure may have to 
be increased. All these and many other consider¬ 
ations will have to be taken into account before 
concluding whether the budgetary crisis in France 
is over. 

As to the position of the Treasury, it is necessary to 
examine whether the improvement that has taken 
place during the last few months is likely to hold. Un¬ 
fortunately the French authorities do not publish 
Treasury returns, which makes it difficult to ascertain 
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even the present state of affairs. Judging by the 
Treasury’s balances with the Bank of France—which 
constitute only part of the Treasury’s liquid reserves 
—the margin of safety is still very narrow. Is the 
budgetary outlook such as to encourage optimism re¬ 
garding the future maintainence of Treasury balances? 
Is the state of the market for short and long-term 
loans such as to make it easy for the Treasury to cover 
its requirements by new issues? Will it be easy to 
obtain the renewal of maturing Treasury bills and 
long-term loans? It is only if all these questions can 
be answered in the affirmative that we are justified 
in assuming that the crisis of the French Treasury is 
a matter of the past. 

The banking crisis, which played such a decisive 
part in the United States, had apparently passed its 
climax in France before 1934. But we must enquire 
whether most of the weak positions have been elimin¬ 
ated; or whether an aggravation of the economic crisis 
would not react upon the banking situation, and, if so, 
whether the authorities are in a position to help with¬ 
out resorting to inflation. 

The next question to answer is whether it is justified 
to maintain that the franc has ceased to be vulnerable, 
and that the monetary crisis is over. This depends, 
of course, to a large extent upon our views of the 
budgetary situation and of the Treasury outlook. In 
addition, the technical position and prospects of the 
Bank of France, and the general situation of the French 
banking system and the money market have to be taken 
into consideration. It is necessary to examine whether 
the economic outlook and the psychological factor are 
in favour of the assumption that the franc is now 
above suspicion. 
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The economic outlook itself depends, to a large 
extent, upon world developments. It may be asked, 
however, whether the deflationary policy pursued by 
the French authorities is not in itself calculated to 
aggravate trade depression. Conceivably, another crisis 
of the franc can only be avoided at the cost of in¬ 
creased economic difficulties; conceivably, these very 
difficulties may defeat the object of the policy aiming 
at the defence of the franc. 

Another question we have to try to answer is 
whether the wave of distrust which swept over France 
six months ago is likely to recur. While economic and 
financial considerations will play a certain part in 
maintaining or destroying confidence, moral and 
political considerations are at least as important. A 
new scandal or a Parliamentary deadlock is just as 
capable of provoking a crise de confiance as a budgetary 
deficit or the aggravation of the economic crisis. 
Indeed, confidence is something intangible which can¬ 
not be forecast by statistics, not even by logical 
inference. Human nature is and remains the most in¬ 
calculable of all factors that determine whether 
France’s crisis is over. 

On the surface the moral crisis appears to have sub¬ 
sided. It remains to be seen whether the advent of the 
Government of National Union really resulted in a 
fundamental change. Is it justified to assume that the 
Stavisky scandal has now blown over, or is it possible 
that new disclosures may provide fresh disturbing 
influences? Are there any other scandals which provide 
additional sources of danger? Has there been a moral 
regeneration in France, or is corruption merely more 
cautious for the moment? Has contempt for authority 
ceased? Is defeatism a matter of the past? 
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Much depends upon the lasting nature of the in¬ 
ternal political stability inaugurated by the Govern¬ 
ment of M. Doumergue. That the truce between the 
parties of the Right and of the Left is provisional is 
obvious to everybody. The question is whether a 
solution will be found to provide a safer foundation 
for political stability. Possibly this might necessitate 
a general election and a revision of the Constitution. 
It remains to be seen whether the end can be achieved 
successfully, or whether the period of stability will be 
followed by renewed party strife, intrigues, Parlia¬ 
mentary deadlock, and street riots. 

Developments of foreign policy are also capable 
of bringing France’s crisis to a head again. The inter¬ 
national political atmosphere is charged with tension, 
and the outlook is far from reassuring. Diplomatic 
conflicts and war scares are likely to put the nerves of 
France, as those of other countries directly concerned, 
to a very severe test in the near future. Will this dis¬ 
turbing factor be the cause of a new French crisis? Or 
will it result in the moral regeneration which is to save 
France from a crisis? 

Finally, it remains to be seen whether the French 
Government will aggravate the odds against itself by 
stubbornly clinging to the present parity of the franc. 
If so, the renewal of the crisis is a mere question of 
time. It would be, of course, absurd to contend that 
devaluation would in itself solve the problems of 
France. It would go, however, a long way towards 
facilitating the solution of immediate difficulties. It 
would be helpful from the point of view of the 
budget, the Treasury’s position, the soundness of 
the banking system, and economic stability. It 
would even make it easier to achieve real political 
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stability. But it would not solve the fundamental 
problems of historical importance. Those problems 
could only be solved by a national revival that would 
penetrate into the very depths of the French national 
character. 



CHAPTER II 


THE BUDGETARY CRISIS 

The majority of people, even of those who take an 
intelligent interest in economic problems, regard bud¬ 
getary questions as dull and uninteresting. The term 
“budget” is associated in their mind with long columns 
of dry-as-dust figures; the study of budgetary problems 
is generally regarded as the most dismal section of an 
essentially dismal science. And yet the examination 
of figures, with an eye upon the human elements be¬ 
hind them, and in the perspective of their historical 
development, may throw interesting light on the 
national character. In fact, an examination of the 
budget is as good an approach as any to the psycho¬ 
analysis of a nation. In order to understand the French 
national character it is essential to understand the 
French budget. Conversely, a thorough understanding 
of the French budget necessitates, in addition to a 
knowledge of French financial history, an understand¬ 
ing of French character. 

Many English critics of French public finance lack 
the necessary understanding of French character, and 
even the necessary knowledge of French financial 
history, to be able to form a fair judgment. They regard 
the budget as a mere technical problem, and deal with 
it on the basis of rules they have become accustomed 
to apply when dealing with British budgetary prob¬ 
lems. Because Frenchmen are not prepared to submit 

to crushing direct taxation to the same degree as Eng- 
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lishmen, they are accused of lacking patriotism. To 
anyone who knows how ultra-nationalistic are French¬ 
men of all shades of opinion, from Royalists to Com¬ 
munists and Anarchists, the suggestion that they lack 
patriotism sounds absurd. Evidently there must be 
some other explanation which accounts for the reluct¬ 
ance of Frenchmen to pay income tax. Nor do they 
compare unfavourably in this respect with most other 
Continental nations. It is only when they are matched 
against the British taxpayers, with their century-old 
traditions in direct taxation, that the result of a com¬ 
parison is so strongly against them. 

The reluctance of Frenchmen to pay taxes is largely 
due to their general reluctance to spend. The French is 
probably the most thrifty of all nations, much more so 
than the Scots. While the thrifty character of the 
latter gets rather more than its due share of publicity, 
that of the former is practically unknown abroad. 
There exists indeed a popular belief that Frenchmen 
are spendthrifts, though in reality they are, generally 
speaking, extremely reluctant to spend; they are reluc¬ 
tant even if they get something tangible in return, and 
much more so if all they get for their hard-earned 
money is a receipt from the tax collector. Another 
reason why direct taxation is unpopular in France lies 
in the essentially individualistic character of the nation. 
Frenchmen strongly resent every form of Government 
interference with their affairs, but most of all the at¬ 
tempt on the part of the authorities to ascertain their 
incomes. During the early stages of the application of 
income tax, the taxpayers were assessed according to 
the outward signs of their wealth, so as to avoid 
antagonising them by asking them to declare their 
earnings. The most important of the outward signs on 
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which assessments were based was the valuation of the 
premises occupied by the taxpayer. As a result, French 
people, in towns and in villages alike, got into the 
habit of living in much smaller flats and houses than 
they could have afforded. They preferred to sacrifice 
their comfort rather than pay higher taxes, even at a 
time when the rate of direct taxation was very 
moderate. 

This is only one example of the mentality of the 
French taxpayer. It indicates the difficulty of estab¬ 
lishing income tax on a really substantial scale. When 
the French authorities attempted for the first time to 
base income-tax assessment on the declaration of 
income by the taxpayers there was a wave of protest 
against what the French Press called “inquisitorial 
methods”. Judging by the tone of some of the protests 
one might have had the impression that the horrors of 
the Spanish Inquisition were being revived to force 
Frenchmen to confess their income. In fact all that 
had happened was that they had been asked a few 
awkward but perfectly natural questions about the 
size and sources of their earnings. 

The experience of the last two decades has proved 
that a spectacular increase of public expenditure such 
as occurred during and after the war cannot be met 
without high direct taxation. This is why France has 
been at such a grave disadvantage as compared with 
Great Britain. Before the war her finances were as 
sound as those of any country. During the war, how¬ 
ever, she was unable to keep pace with Great Britain in 
raising revenue. Admittedly the fact that a large part 
of the country was occupied by the enemy also ac¬ 
counted for the growing discrepancy between revenue 
and expenditure. The figures published in Appendix I. 
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show that, while expenditure gradually increased from 
5,067 million francs in 1913 to 54,537 millions in 1918, 
revenue increased merely by 1,896 million francs, from 
5,092 millions to 6,896 millions during the same period. 
After the cessation of the hostilities it was eight years 
before the French authorities were able to raise revenue 
to the figure of expenditure. Indeed, the financial 
history of France after the war was characterised by a 
desperate struggle between taxpayers and income tax 
authorities. Evasion was practiced on an unprecedented 
scale. It was largely responsible for the evils of hoarding 
and of transferring capital abroad. In face of the grow¬ 
ing resistance of taxpayers the Governments that 
succeeded each other between 1918 and 1926 were 
reluctant to make any attempt to increase taxation to 
the level required. They were unable, therefore, to cope 
with the deficits. 

On the expenditure side there was the burden of the 
public debt inherited from the war, and the cost of 
reconstructing the devastated areas. It was an un¬ 
pardonable mistake on the part of the French Govern¬ 
ment to have rejected the German offer of reconstruc¬ 
tion in kind. As it was, French industries got the 
benefit of the work provided by the reconstruction, but 
French taxpayers had to shoulder its immense cost. 
Nor did the French authorities follow their traditional 
policy of thrift in regard to reconstruction. Indemnities 
to those who had suffered material damages through 
the war were allotted on a lavish scale. Why not, if, by 
virtue of the Treaty of Versailles, the amounts spent 
were expected, in any case, to be recovered from Ger¬ 
many as reparations? It would have been considered 
unpatriotic to “spare” Germany at the expense of her 
French victims, by checking too carefully the claims 

o 
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for indemnity. The expenditure on reconstruction and 
war indemnities was one prolonged orgy of extra¬ 
vagance. “L’Allemagne payera tout ” was the slogan in¬ 
vented by the then Finance Minister, M. Klotz, one of 
the signatories of the Treaty of Versailles. Until 1926 
France lived in a fool’s paradise, hoping against hopes 
that reparation receipts from Germany would obviate 
the necessity to make a supreme fiscal effort. 

It is only in extreme emergency that the real 
greatness of the French nation manifests itself and 
conquers selfish greed and petty shortsightedness. 
The fiscal “Battle of the Marne” was fought and 
won under the generalship of M. Poincare in 1926. 
The French public, whose sole care until then had 
been to escape taxation, submitted to his drastic 
measures without a murmur, because it realised in the 
eleventh hour that the alternative was financial col¬ 
lapse. For the first time since 1913 the budget was 
balanced in 1926. Admittedly the abnormal reconstruc¬ 
tion expenditure had come to an end by then; the de¬ 
preciation of the franc to one-fifth of its pre-war value 
was also helpful, as it reduced the burden of the public 
debt. Notwithstanding this, the French nation de¬ 
serves recognition for the patriotic spirit in which the 
fiscal sacrifices of 1926 were borne. It was comparable 
with the British budgetary effort of 1931, with the 
difference that the French nation faced its burden 
without even possessing the traditions which made 
Englishmen line up in queues to pay their income tax 
on January 1 , 1932. 

By the end of 1926 the budgetary crisis was over. 
Not content with this gigantic achievement, M. 
Poinear6 accumulated a huge Treasury surplus. By the 
end of 1928 the Treasury had a cash reserve of 14 
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milliard francs, and during the three years to Decem¬ 
ber 1930 the public debt was reduced by some 33 mil¬ 
liards. Allowing for the change in circumstances the 
budgetary position of France was once more as safe 
and sound as in 1913. 

This state of affairs was evidently too good to last. 
Within a few years adverse conditions, coupled with 
reckless financial methods, brought France back to a 
situation very similar to that of 1926. The budgetary 
surplus disappeared and gave way to a large deficit. 
The Treasury’s surplus was used up. The public debt 
rose to its 1926 level. By 1932 the French budget was 
in the throes of a new crisis. This was partly due to 
circumstances over which neither the French Govern¬ 
ment and Parliament nor the French nation had any 
control. The world economic crisis inevitably affected 
France and caused a reduction in incomes; this again 
inevitably reacted upon the yield of taxation. No Gov¬ 
ernment, however skilful, and no taxpayers, however 
patriotic, could have prevented this development. 

In addition to this force majeure, however, there 
were other causes for the deterioration of the budget, 
for which Government, Parliament, and the public 
were to blame. There was, in the first place, the de¬ 
liberate deflationary policy pursued by the French 
Governments, which was largely responsible for the 
initiation and the accentuation of the fall in commodity 
prices. Various aspects of that policy will be discussed 
in detail in later chapters. Here let it be sufficient to 
point out that a fall in prices inevitably brings about 
a decline in earnings and a corresponding decline in 
public revenue. But for the deflationary policy pursued, 
the effect of the economic crisis upon the budget would 
have been much more moderate. 
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The responsibility of the Government does not, how¬ 
ever end with its choice of a monetary policy detri¬ 
mental to budgetary equilibrium. With the departure 
of M. Poincare, the bold determination to enforce un¬ 
popular measures in the interest of maintaining a 
balanced budget seems to have disappeared. In all 
fairness it ought to be admitted that some of the Fin¬ 
ance Ministers—especially M. Germain Martin—made 
praiseworthy efforts to follow the traditions established 
by M. Poincare. On the whole, however, since 1931 the 
budgetary policy of the successive Governments has 
been characterised by the same half-measures and 
self-deception that landed France in the crisis of 1926. 
Year after year, there has been an over-valuation 
of revenue and under-valuation of expenditure which 
made the budgets balance more or less on paper, while 
the real deficit was growing. There was from time to 
time the same juggling with items—book-keeping 
changes which did not produce one additional franc 
towards the balancing of the budget, but which helped 
to conceal the unpleasant truth for a few months. In 
1930-1931 there was a deficit of nearly 2| milliard 
francs instead of an estimated surplus of 720 millions. 
In 1931-1932 the real deficit more than doubled, 
although the budget was supposed to be balanced 
on paper. In 1932, after the advent of M. Herriot’s 
Governments, belated efforts were made to stop the 
deterioration, but they consisted largely of the inclusion 
of non-recurrent revenue items. There was, neverthe¬ 
less, a huge deficit. In the budget for 1933 the existence 
of a deficit of over 3| milliards had to be admitted; it 
was “balanced” by the suspension of debt redemption, 
but there was, in practice, nevertheless a large excess 
of expenditure. 
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The Governments were by no means solely to blame 
for this unsatisfactory change in the budgetary situa¬ 
tion. Time after time their endeavours to put their 
house in order were defeated by Parliament. The 
majorities on which the Governments depended for 
their existence were not sufficiently loyal or disciplined 
to make it possible to enforce unpopular measures. 
Electioneering considerations dominated the minds of 
members of both Chamber and Senate. In face of their 
reluctance to vote for measures which were unpopular 
in their constituencies, the Governments were power¬ 
less to overcome the budgetary crisis. The nation itself, 
which had willingly submitted to the sacrifices de¬ 
manded by M. Poincare, resisted to the utmost any 
increase of its burdens, however necessary it might be 
for financial stability. All sectional interests, when 
threatened by some proposed measure, put up violent 
opposition. When an attempt was made to suppress 
fiscal evasion its only result was to stimulate the flight 
of capital abroad. Any suggestion of cuts in the salaries 
of civil servants brought forth threats of strikes. In 
fact the same public which collaborated with M. 
Poincare in 1926 to avert disaster displayed seven 
years later an attitude which brought France once 
more to the verge of disaster. 

The explanation lies in a fundamental quality of the 
French character. Danger brings to the surface its 
virtues, but once the danger is over, or if its extent 
is not duly realised, these virtues become dormant, 
and weaknesses come into their own. In 1926 it was 
not until the franc dropped to 250 to the pound 
that the French nation realised the emergency. 
Throughout 1932 and 1933, however, there was no ob¬ 
vious danger signal to arouse the public spirit of the 
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nation. The franc was stable, backed by a huge gold 
stock. Although the deficit was considerable it was 
incomparably smaller than during the first post-war 
years. Thanks to the policy of self-deception practiced 
by Governments, Finance Committees, and Parlia¬ 
ments, the extent of the budgetary crisis was not duly 
realised. The weakness of the French position was, 
moreover, largely offset and overshadowed by develop¬ 
ments in the United States, where huge deficits made 
the budgetary situation in France appear relatively 
favourable. 

The deterioration of the French budget between 
1932 and 1934 is often compared with the deterioration 
of the British budget between 1929 and 1931. It is 
said that, in both cases, the adverse change was the 
result of the advent of a Socialist, in the place of 
a Conservative, Government. In reality, however, 
the process of deterioration had begun in France 
under the Tardieu-Laval regime, though it became 
accentuated under the Radical-Socialist regime. In 
times of economic depression a budget cannot be 
balanced by increasing direct taxation alone; the 
usual way to meet a deficit is by cuts in salaries. 
Governments with Socialistic leanings are naturally 
reluctant to proceed in this direction. This is why the 
Radical-Socialist Governments were entirely unable 
to cope with the deficit. Even under the Premiership 
of M. Herriot the process of deterioration continued. 
After him, under the Daladier-Chautemps-Sarraut 
clique, which ruled France during the critical period 
of 1933-1934, things reached a complete deadlock. 
In October 1933 the deficit for 1934, including the 
carry-over from 1933, was estimated at 7f milliard 
francs. The Government’s effort to meet it largely 
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by economies was defeated. Thereupon it became 
evident that, under the existing regime, there was no 
hope of reaching equilibrium. M. Daladier was followed 
by M. Sarraut, he in his turn by M. Chautemps. 
Eventually M. Daladier returned. None of them was 
able to tackle the problem of the deficit. 

Then came the events of February 1934. Although 
the Stavisky scandal was mainly responsible for the 
discontent which exploded in the riots of February 6, 
the budgetary deadlock contributed to no slight extent 
towards discrediting Government and Parliament in 
the eyes of the public. In itself the unwillingness or 
inability of Executive and Legislature to enforce 
economies had no direct share in provoking street 
disturbances; they were initiated by ex-Service men 
and by Communists, neither of whom were in favour 
of cuts. The success of the “opposition” in the street 
in compelling the Government to resign was due, 
however, to the moral support of the predominant 
majority of French opinion, indignant about the 
inefficiency with which the budgetary problem was 
being handled. 

With the establishment of the Government of 
National Union the budgetary crisis of 1933-1934 
passed its climax. M. Doumergue, playing on Radical- 
Socialist fears of a general election, succeeded in 
obtaining the approval of Parliament for M. Germain- 
Martin’s fiscal reform measures, thanks to which the 
budgetary situation improved beyond all hopes. The 
drastic retrenchment decrees issued in April wiped 
out the deficit of 4 milliard francs. Subsequently the 
deficit of the railway companies, which has to be 
borne by the Treasury, was also reduced considerably. 
For the first time since 1930 the budget appeared to 
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be balanced at last. Once more the French nation 
had shown itself willing to make heavy sacrifices at a 
moment of extreme emergency. It appeared as if the 
history of 1926 had repeated itself in 1934. 

And yet it would be unduly optimistic to assume 
that the results of the Doumergue-Germain-Martin 
reforms will be as profound and as lasting as those of 
the Poincare reforms. The situation is totally different 
to-day from what it was eight years ago. Then the 
fiscal reforms were followed by years of prosperity; 
now they are likely to be followed by years of de¬ 
pression. It is even open to question whether the 
balancing of the budget is really genuine and complete. 
The revenue figures for the second quarter of 1934— 
shown in detail in Appendix II.—are anything but 
encouraging. The yield of indirect taxation compared 
with the figures for the corresponding period of 1930 
shows a deficiency of 283 millions. Compared with 
budgetary estimates for the current year the deficit 
of indirect taxes is 874 million francs. Although the 
Finance Ministry has issued a reassuring statement 
claiming that the deficit had been allowed for and 
would be covered by the economy decrees, the declin¬ 
ing trend of indirect taxes such as the turnover tax, 
which is a barometer of prosperity, seems to fore¬ 
shadow future trouble. 

If a budget is to be balanced by economies it is 
advisable to allow a safety margin. For the reduction 
of expenditure automatically entails a reduction in 
revenue. The French Government, having reduced 
salaries of civil servants, pensions, etc., by 4 milliard 
francs, cannot expect to collect the same amount of 
revenue as would have been normal previously. In 
addition to the direct effect of the cuts upon the 
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amount of taxable income, the reduction in the spend¬ 
ing power of the victims inevitably affects the earnings 
of large numbers of other taxpayers. Assuming that 
the total purchasing power created or destroyed by an 
increase or reduction of public expenditure is two and 
a half times the actual amount of the change, the 
economy decrees must have resulted in a diminution 
of the French national income by some 10 milliard 
francs, in addition to the milliards cut in railway 
expenditure. This is bound to make a noteworthy 
difference to the yield of direct and indirect taxation. 
In fact French revenue figures during the next year 
or two should be well worth watching, as they may 
provide an interesting example of the repercussions 
of economies upon revenue. It is unfortunate that the 
Finance Minister should have chosen this moment to 
discontinue the publication of monthly revenue figures, 
which will henceforth be available only quarterly. 
This is a decidedly retrograde step. As it was, the 
returns were highly inadequate, for they contained no 
figures of expenditure. Possibly the change from 
monthly to quarterly revenue figures has the object of 
concealing as long as possible discouraging results from 
the public. 

If, as is to be feared, the world-wide economic re¬ 
covery of 1933-1934 is to be followed by a relapse, a 
further marked decline in French revenue will have 
to be reckoned with, especially as the deflationary 
monetary policy of France is in itself calculated 
to aggravate the depression and reduce taxable 
incomes. 

On the expenditure side the outlook is equally dis¬ 
couraging. The aggravation of the economic depression 
may necessitate additional spending on unemployment 
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relief in the form of doles or public works. Already 
efforts to curtail existing public works have been 
defeated by the opposition of part of the Cabinet. If 
there should be a marked increase in unemployment, 
pressure will undoubtedly be brought upon the Govern¬ 
ment to accelerate the pace of its public-work schemes. 
In addition, armament expenditure is likely to be 
heavier as a result of the international political situa¬ 
tion. After having spent milliards on the fortification 
of her German frontiers, France may have to spend 
additional milliards to extend the line of defence along 
her Swiss and Belgian frontiers—to protect herself 
against a German invasion through Switzerland or 
Belgium. This, together with the impending reorganisa¬ 
tion of the Air Force and the expected strengthening of 
the Navy, might absorb many milliards within a few 
years, and would in itself be sufficient to unbalance the 
budget. The pace of German re-armament will dictate 
the pace of French re-armament. Confronted by the 
increasing menace of a German invasion, the French 
Government will have to throw budgetary equilibrium 
overboard sooner or later for the sake of security. 

It is therefore probable that the budgetary crisis of 
France has not yet passed its climax. The reforms of 
1934 provided a welcome respite, but a relapse may be 
expected to take place at any time. This time the 
problem will be more formidable as the extreme limits 
have been reached both in taxation and economies. 
Very little relief can be expected from either. Additional 
taxation is unthinkable in the present situation. M. 
Poincare’s task of balancing the budget with the aid 
of high taxation was facilitated by the existence of a 
period of prosperity before and after the stabilisation 
of the franc. To-day things are different. Anyone 
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tempted to squeeze the taxpayer further should remem¬ 
ber that France has had a series of lean years, and that 
economic depression is likely to continue. Taxpayers 
cannot draw on reserves, nor can they make up for 
additional taxation through an improvement of trade. 
To raise indirect taxation would be equally impossible, 
as in present conditions it would lead to a fall in con¬ 
sumption. In any case its effect on prices would be 
contrary to the Government’s deflationary policy. The 
prospects are equally hopeless so far as expenditure is 
concerned. There is every reason to believe that any 
fresh attempt at additional cuts would be resisted to 
the utmost. The most rigid item in expenditure is that 
of interest on the public debt, which amounts to some¬ 
thing like 40 per cent of the total expenditure. It will 
be long before the Government can hope to reduce this 
item by conversion. 

Thus, any additional expenditure for re-armament, 
or any falling-off of revenue through the economic de¬ 
pression, would leave a gap in the budget which the 
Government would be unable to fill. As the chances are 
that budgetary equilibrium will be attacked within the 
next few months from both revenue and expenditure 
sides, there is every likelihood of the recurrence of the 
budgetary crisis. Unless there is an international 
revival of trade on a really large scale in the near 
future the relapse of France into another budgetary 
crisis seems only a question of time. 

In order that the burden of the budget should become 
bearable it is essential that prices in France should 
rise to their level of 1928. Through the fall of prices 
during the last six years the real burden of the public 
debt of 300 milliard francs has practically doubled. It 
was much easier for M. Poincare to balance the budget 
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in 1926 with prices nearly twice as high as they are 
to-day. The task will become still much more difficult 
if prices in France continue to fall. If a substantial rise 
in world prices results in an upward movement in 
France, it might go a long way towards solving the 
budgetary problem. If not, the only way in which the 
budget can be genuinely and permanently balanced is 
through a devaluation of the franc which would bring 
with it the necessary rise in French prices. 

As the balance of probability is heavily against a 
spectacular rise in world prices within the next few 
months, and a decision to devalue the franc is also most 
unlikely in the near future, it seems that the recur¬ 
rence of a budgetary crisis in France has to be expected. 
It remains to be seen whether it will occur in 1935 or 
even before the end of 1934. 



CHAPTER III 


THE TREASURY’S CRISIS 

The experience of Treasury difficulties which has 
become familiar to the French public since the war is 
entirely strange to the British public. Most people in 
this country do not know and do not care what resources 
the Treasury possesses, for with the characteristic con¬ 
fidence of English people in the inherent soundness of 
British institutions in general, and British public 
finance in particular, it is taken for granted that 
resources are adequate. If at any time after the war 
the Treasury had reason to be concerned about its cash 
position, its worries never became public, and the man 
in the street had no reason for taking any interest in 
the subject. In France, on the other hand, the Treas¬ 
ury’s difficulties have made themselves felt from time 
to time since the war. They have received wide pub¬ 
licity and compelled the attention of the public. On 
more than one occasion the difficulties of the French 
Treasury led to inflation, or to the threat of inflation, 
and thus brought themselves forcibly to the notice of 
the man in the street. 

The significance of a Treasury crisis lies in the fact 
that it is through such a crisis that the budgetary 
deficit produces an inflationary effect. Admittedly the 
deficit may tend to raise prices even if it is covered by 
normal borrowing, and if it leaves the Treasury’s cash 
resources unimpaired. The real danger of a budgetary 
deficit lies, however, in its possible effects upon the 
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Treasury’s cash position. It is when, as the result of a 
deficit, the Treasury’s resources become depleted and 
the Government is compelled to make use of the print¬ 
ing press in order to obtain the cash supplies it requires 
that the budgetary deficit becomes a menace to mone¬ 
tary stability. Otherwise even a series of budgetary 
deficits should not be regarded as necessarily disas¬ 
trous. New countries can only develop their natural 
resources by continuous deficits met by borrowing. In 
a well-established country, such as France, the Gov¬ 
ernment’s record as a debtor should in normal times be 
sufficiently good to enable it to cover its deficit by 
normal borrowing. France is particularly favourably 
placed from this point of view owing to the large savings 
of her population. We pointed out in the last chapter 
that the French are probably the most thrifty of all 
nations. Saving is regarded by them not as a means to 
an end but as an end in itself. Government securities 
are a particularly suitable form of investment for the 
savings of the highly conservative French middle 
classes and farmers. In these savings the Government 
has an almost inexhaustible source from which to cover 
its capital requirements. 

In spite of this France has experienced grave Treas¬ 
ury difficulties on a number of occasions since the war. 
This was due, in the first place, to the increase in the 
floating debt, the proportion of which to the total 
internal debt was in 1919 six times as high as in 1913; 
even six years after the termination of the hostilities 
the proportion was four and a half times its pre-war 
figure. This means that, in addition to the problem of 
covering current budgetary deficits, the Treasury was 
also confronted with the problem of providing for the 
renewal of short-term loans of an unusually large mag- 
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nitude. The same problem existed and still exists also 
in Great Britain, but it has never given rise to any 
difficulties owing to the existence of a well-organised 
money market which is capable of absorbing the huge 
floating debt. In France, on the other hand, the money 
market is still in a comparatively primitive state, and 
is utterly unsuitable for the task of absorbing the large 
floating debt. The French floating debt after the war 
consisted mainly of the so-called Bons de la Defense 
Nationale, which are Treasury bills maturing within 
two years. Such short-term Government securities do 
not appeal to the small investor, who likes to forget 
about his investment for a large number of years. The 
French Government had to depend, therefore, mainly 
upon the Paris money market for the placing of these 
bills. And he who depends upon the Paris money 
market builds on quicksand. The Paris money market 
is narrow and utterly undependable owing to the hoard¬ 
ing habit, which existed already before the war, and 
which subsequently assumed huge dimensions. Bank 
deposits in France are comparatively small; in Great 
Britain the deposits of one of the Big Five are equal 
to the total deposits held by all the large French com¬ 
mercial banks. For this reason alone the absorbing 
capacity of the Paris market is only a fraction of that 
of the London market. Apart from the moderate 
amount of its resources, the Paris market is undepend¬ 
able because of the fluctuation of its resources. For a 
number of reasons its absorbing capacity may suddenly 
and unexpectedly narrow down or expand. The tem¬ 
peramental character of the French adds to the dis¬ 
advantages of depending upon the Paris money market. 
For all these reasons, in spite of the existence of large 
savings, it became from time to time most difficult for 
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the Government even to obtain a renewal of maturing 
Treasury bills, let alone to increase the outstanding 
amount to meet budgetary requirements. 

Between 1924 and 1926 the French Treasury was 
struggling almost incessantly with difficulties. In spite 
of the fact that by then work on the reconstruction of 
devastated areas had been practically completed and 
the deficit reduced, the Treasury’s crisis became aggra¬ 
vated. During the first few post-war years the French 
Government found it less difficult to cope with the 
huge deficit than it did a few years later to provide 
for a much smaller surplus of expenditure. On the 
surface this appears to be all the more extraordinary 
as in the meantime inflation had made progress and 
the volume of total money market resources had in¬ 
creased. 

The main cause of the difficulties was loss of confid¬ 
ence in the Government. Owing to perpetual budgetary 
deficits and the inability of Governments and Parlia¬ 
ments to conquer them, the French public was becoming 
increasingly distrustful. The depreciation of the franc 
and its erratic fluctuations had further undermined 
confidence. Everybody endeavoured to hoard or to 
build up a reserve abroad. Notwithstanding the high 
rate of interest paid on Government securities, both 
long-term loans and short-term bills became increas¬ 
ingly unpopular. It became impossible for the Treasury 
to maintain its cash supplies by normal methods 
of borrowing. Time after time the Government was 
confronted with two alternatives, either to default on 
its liabilities or to raise the funds required by in¬ 
flationary means. The latter alternative was chosen, 
and the printing press was kept busy. From time to 
time the Government obtained authority from Par- 
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liament to raise the maximum limit of its loans from 
the Bank of France, and also the maximum limit of 
the note circulation. The Government even exceeded 
the limits agreed upon by Parliament; and for some 
time in 1925 the Bank of France published incorrect 
returns in order to conceal this irregular situation. 

The crisis of the Treasury in France resulted in in¬ 
flation in the true sense of the term. The budgetary 
deficit was financed by means of an increase in the note 
issue. The material effect of this method was greatly 
increased by the wave of distrust it inspired. No 
wonder, considering that the inflationary experiences 
of Germany, Austria, Poland, Hungary, etc., with their 
disastrous consequences, were still fresh in the mind 
of the French public. The origin of the Treasury’s diffi¬ 
culties was a crise de confiance and its result was an 
increase of that crise de confiance. The vicious circle was 
complete, and there appeared to be no way out. It 
looked, indeed, during the summer of 1926 as if France 
would follow the example of the Central European 
monetary collapses. 

Thanks to M. Poincare, the disaster was avoided. 
He succeeded in balancing the Budget in an amazingly 
short time and in restoring confidence sufficiently 
to remove the difficulties of renewing the maturing 
debt. The crisis of the Treasury, like that of the 
Budget, came to an end. In order to safeguard the 
country from the evils of the Treasury crisis, M. 
Poincare set himself the task of accumulating a big 
liquid cash surplus. He even resorted, to that end, to 
issuing loans abroad. He also made provision for the 
redemption of Bons de la Defense Nationals by the 
establishment of an independent institution, the Caisse 
Autonome d’Amortissement, which obtained the con- 
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trol of certain revenues. Before long the Treasury 
possessed a large and increasing cash balance. Its 
figures are not published as a rule, and the only indica¬ 
tion of the cash supplies of the Treasury is given by the 
weekly returns of the Bank of France containing the 
item of the Treasury’s deposits and another item of 
Caisse Autonome d’Amortissement deposits. These 
figures by no means represent the total liquid resources 
of the Government. In France the Treasury itself holds 
fairly substantial amounts of cash both in Paris and 
in the provincial sub-treasuries. As, however, there is 
no reason to suppose that these cash balances fluctuate 
very widely in the long run, the figures of the Trea¬ 
sury’s balance with the Bank of France (reproduced in 
Appendix VI.) give a fair indication of the tendencies 
of the Treasury’s cash position. Between 1927 and 1931 
the Treasury’s balance fluctuated mostly between 5 
milliard and 10 milliard francs, while the combined 
balances of the Treasury and the Caisse Autonome 
d’Amortissement were at times well over 15 milliard 
francs. 

Soon after the Treasury’s crisis of 1926, France 
began to suffer from an acute embarras de richesse , 
owing to the accumulation and immobilisation of the 
Treasury’s cash resources. Owing to the peculiar 
system adopted in France, the Treasury surplus was 
actually causing inconvenience. In Great Britain any 
surplus of revenue over expenditure is used auto¬ 
matically for debt redemption. If there are no maturing 
loans the Government either buys bonds in the open 
market or reduces its floating debt. In France, on the 
other hand, the surplus is preserved in the form of 
immobilised balances. The Government does not itself 
operate in the open market and does not use the whole 



in the treasury’s crisis 35 

of its surplus for the reduction of the floating debt. 
Just as individual Frenchmen are in the habit of hoard¬ 
ing, so is their Government. For the accumulation of 
the revenue surplus in the form of huge balances with 
the Bank of France was nothing if not hoarding on a 
national scale. It was bound to produce deflationary 
effects. While in Great Britain the amount withdrawn 
from the public in the form of revenue surplus is auto¬ 
matically returned to the public through debt redemp¬ 
tion, in France the revenue surplus, or at least a large 
part of it, is sterilised. The amount of Government 
balances with the Bank of France is actually with¬ 
drawn and withheld from the money market. This 
practice probably played an important part in pro¬ 
ducing the deflationary efEects which played such a 
fateful part in provoking and accentuating the world 
economic crisis. 

Even if this connection between the practice of the 
French Treasury and the world crisis is debatable, 
there can be no doubt that the accumulation of balances 
was largely responsible for the frequently recurring 
weakness of sterling between 1929 and 1931. It was 
noticed that the increase of Treasury balances with the 
Bank of France always coincided with the withdrawal 
of French private balances from London, which caused 
the depreciation of sterling and an outflow of gold from 
London to Paris. Part of the Treasury’s balances were 
held in foreign centres, mainly in London and in New 
York. Transfer of a large part of the London balances 
to New York during 1929 was also the cause of incon¬ 
venience to London. For a detailed description of this 
period the author must refer his readers to his earlier 
books on the subject— Fight for Financial Supremacy , 
Behind the Scenes of International Finance, and Finance 
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and Politics. Here let it be sufficient to point out that 
the excessive resources of the Treasury were at times 
the cause of embarrassment and inconvenience both 
in France and abroad. 

The strong position of the French Treasury could not 
survive for long the departure of its originator, M. 
Poincare. As is usually the case, it took less time for his 
successors to dissipate his legacy than for him to ac¬ 
cumulate it. By the middle of 1932 the Treasury’s 
deposit with the Bank of France had declined below 
one milliard francs. Ever since, the Treasury has been 
struggling with difficulties caused by inadequate cash 
resources. The decline took place mainly during 1931. 
In addition to deficits and loan repayments, the deple¬ 
tion of the Treasury’s balance was the result of political 
loans to Hungary, Yugoslavia, and Poland. The total 
of these loans was 1116 million francs. A much larger 
amount (2985 million francs) was used to support 
French banks in difficulties, while the deficit of the 
railways and of the Government guaranteed shipping 
companies accounted for the rest. 

Since 1932 the Treasury has usually had to manage 
on very low cash reserves. Its balance with the Bank of 
France has declined at times below 100 million francs, 
which is barely sufficient to cover one single day’s 
requirements. The situation of the Treasury was all the 
more awkward in that this time it was not in a position 
to fall back upon the printing-press. On the other hand, 
the absorbing capacity of the money market for short¬ 
term loans was in a way more favourable than in 1926. 
During the period of inflation industry was fully oc¬ 
cupied and cash reserves were at a low ebb. Owing to 
the prolonged economic depression after 1930, there 
were ample idle reserves available for investment 
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in short-dated Government securities. The Government 
took advantage of the liquidity of the banks and 
induced them to take over large and increasing 
amounts of Treasury bills of a new type. The banks 
were not anxious to reduce their liquidity but yielded 
to the pressure brought to bear upon them. From time 
to time, however, a saturation point was reached, 
beyond which the banks were unable to immobilise 
their resources without endangering their liquidity. On 
such occasions the possibility of falling back upon the 
Bank of France as the last resort came once more to the 
fore. Inflation was in the air and the atmosphere was 
charged with uneasiness. The public began once more 
to transfer funds abroad for fear of depreciation of the 
franc as a result of the threatened inflation. 

The cash position of the Treasury was further ag¬ 
gravated by the ill-timed conversion operation at the 
end of 1932. Inspired by the success of the conversion 
of the British 5 per cent War Loan, the French Govern¬ 
ment undertook a gigantic conversion operation. To 
prepare the ground various semi-official financial insti¬ 
tutions, amongst others the Caisse de Depots et de 
Consignations, which is in charge of the administration 
of the large funds of savings banks, had to buy large 
amounts of Government securities. In doing so they 
assisted materially in the conversion loan, but at the 
same time they reduced their resources which would 
otherwise have been available for the Treasury in 
emergency. 

Towards the end of 1932 and the beginning of 1933 
the Treasury’s crisis was becoming acute. As there was 
no possibility of obtaining relief in the money market, 
the French Government reluctantly decided to borrow 
abroad. In April 1933 a British banking group granted 
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the French Treasury a credit of £30 million. The re¬ 
sources thus provided eased the position for the next 
six months, especially as the credit was repaid out 
of the remains of the sterling balances held by the 
Bank of France. Once more, in March 1934, the French 
Treasury concluded a similar operation with a Dutch 
banking group, headed by a German private bank. 
The terms of this credit were extremely stringent 
and humiliating for a Government of first-class 
standing. 

It was evident that in the long run it would be im¬ 
possible to fill the gap with the aid of foreign credits. 
The persistence of budgetary deficits and the increasing 
difficulty of covering them by normal borrowing in¬ 
creased the menace of inflation towards the end of 1933 
and the beginning of 1934. Once more the franc be¬ 
came vulnerable as a result of a Treasury crisis. It was 
becoming increasingly obvious that, unless the Budget 
was balanced in the near future, the Government 
would be compelled to supply the Treasury with funds 
through inflationary borrowing. 

For the second time the franc was saved at the 
eleventh hour, thanks to the advent of the Government 
of National Union under M. Doumergue. His drastic 
economy decrees resulted in a reduction of the deficit. 
Confidence returned and manifested itself in the re¬ 
appearance of the large amounts previously hoarded. 
As a result of this process the money market became 
more liquid and its absorbing capacity for Treasury 
bills increased. At the same time the revival of con¬ 
fidence in the franc abroad resulted in some foreign 
demands for Treasury bills, which also assisted the 
Treasury in the task of arranging the renewal of 
maturing bills and of financing the deficit that still 
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remained. It was possible even to reduce Treasury bill 
rates. Several loan operations were carried out which 
also provided some relief. 

Notwithstanding the improvement in the immediate 
situation, it would be idle to pretend that a funda¬ 
mental change has taken place in the cash position of 
the Treasury. The improvement of 1934 will not stand 
comparison with that of 1926. This time there are no 
revenue surpluses to feed the Treasury. In fact, not¬ 
withstanding all efforts, there is still a deficit, which is 
likely to increase. The reluctance shown by the French 
public to take up a loan of 3 milliard francs issued in 
July 1934 indicates the difficulties of replenishing the 
Treasury’s cash supplies by borrowing. The Treasury’s 
balances with the Bank of France are still abnormally 
low. Judging by this figure the Treasury’s position is 
far from being strong. Any deterioration in the bud¬ 
getary situation, or in the situation of the money 
market, would be sufficient to cause once more acute 
embarrassment.- 

We have seen in the last chapter that the Budget 
prospects of France are anything but reassuring. In the 
circumstances there is every reason to regard the pros¬ 
pects of the Treasury with concern, and if, as seems 
probable, the budgetary crisis should recur in 1935 it 
will inevitably be accompanied by a grave Treasury 
crisis. As a result of the return of the wave of distrust, 
money market resources will dry up once more and the 
spectre of inflation will reappear. 
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THE BANKING CRISIS 

The budgetary situation and the attitude of the invest¬ 
ing public towards Government loans are not the only 
factors affecting the cash position of the Treasury. 
Another factor of great importance is the banking 
situation. It can affect the Treasury’s position in both 
ways. Banks may provide valuable help to the Treasury 
by carrying a large part of its floating debt and by 
tiding it over during difficult periods. On the other 
hand, banks may also become an additional burden 
upon the Treasury if they require Government assist¬ 
ance to withstand the withdrawals of depositors. In 
many cases relations between the Treasury and the 
banks are based on the principle of reciprocity. They 
assist each other from time to time, occasionally 
it happens even that they assist each other at the 
same time—to use the colloquial expression they “take 
in each other’s washing”. In such cases the Treasury 
assists banks with their own money, or, as the case may 
be, the banks assist the Treasury thanks to the assist¬ 
ance received from the latter. It would be a mistake to 
imagine that the banks and the Treasury can support 
each other indefinitely. If the proportion of Govern¬ 
ment securities to assets becomes excessive a danger¬ 
ous situation can easily develop. After all, banks cannot 
pay out to their depositors by handing them over the 
Government securities they hold. Nor is a Government 
guarantee an absolute safeguard, for situations may 
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arise in which the public may lose faith in banks and 
Government alike. 

The history of French banking since the war pro¬ 
vides some characteristic examples of both Treasury 
support to banks and banking support to the Treasury. 
The relative strength of the banks and their capacity 
to support the Treasury is reduced by the hoarding 
habit of the public, which prevents the accumulation 
of bank deposits in proportion to the wealth of the 
French people. At the end of 1933 the total deposits 
and current accounts of the nine leading banks 
amounted to 41 milliard francs, while the total savings- 
banks deposits were 59| milliard francs, making a total 
of a little over 100 milliard francs. Impressive as this 
figure may be, it is modest by comparison with the 
national wealth. The greater part of the savings-banks 
deposits are invested in Government securities, while 
a large but fluctuating part of the commercial bank 
deposits are invested in Treasury bills. Thus the assist¬ 
ance provided by the French banking system as a whole 
to the French Treasury is, notwithstanding the habit 
of hoarding, by no means negligible. 

The post-war fluctuations of the franc did not affect 
adversely the banking situation in France. There were 
a few isolated failures, such as those of the Societe 
Centrale des Banques de Province and the Banque 
Industrielle de Chine, but they were due to local and 
individual causes, and were not connected with the 
general situation. On the whole, the banks were pros¬ 
perous during the period between 1919 and 1926. They 
made handsome profits from the fluctuation of foreign 
exchanges and the wave of speculation that accom¬ 
panied it. Trade was prosperous owing to inflation and 
the reconstruction of the devastated areas, and the 
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banks took their due share of this boom. Notwith¬ 
standing this, the accumulation of their capital re¬ 
sources did not quite keep pace with the depreciation 
of the franc. The capital reserves and undivided profits 
of the six principal joint-stock banks increased from 
1275 million francs in 1913 to 2033 million francs at the 
end of 1926, while at the same time the value of the 
franc depreciated to 20 per cent of its pre-war value. 
It is, of course, possible that the hidden reserves of the 
banks were increased more than in proportion to the 
increase in their visible capital resources. Deposits were 
much quicker to adjust themselves to the new level of 
the franc. Between 1924 and 1926 they were about 
four times their pre-war figure. After stabilisation they 
made further progress, so that at the beginning of the 
crisis they were about seven times their pre-war figure. 
During the critical period of 1924-1926, however, they 
were hardly adequate to cope with the increased 
requirements of the Treasury. 

In many countries which experienced inflation after 
the war the stabilisation of the currency was followed 
by a severe banking crisis. There was no trace of such 
a crisis in France after 1926. While in some other 
countries, such as Austria, a number of leading banks 
failed after the end of the inflation period, in France 
most banks were managed on highly conservative lines 
during the inflationary boom. Apart from this, while 
in other countries the stabilisation of the currency was 
followed by economic depression, in France boom-like 
conditions continued until after the beginning of the 
world economic crisis. Thanks to the under-valuation 
of the franc trade remained prosperous after 1926 and 
the banks continued to expand. In fact continuous 
internal prosperity aroused in them the ambition to 
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develop Paris into the leading international banking 
centre. In his book The Fight for Financial Supremacy 
the author pointed out the futility of these efforts and 
explained why Paris was unsuited to become the 
world’s banker. At that time the financial power of 
France was at its highest; in the meantime develop¬ 
ments have gone a long way to confirm the author’s 
conclusions. 

The immediate effect of the international economic 
crisis upon French banking was moderate, owing to the 
small extent to which most French banks had com¬ 
mitted themselves in Central Europe. Originally they 
granted extensive credits to Germany and other Cen¬ 
tral European countries; in fact a bank—the Banque 
Fran§aise d’Acceptation—was specially established for 
that purpose. In 1930, however, after the victory of 
Hitler at the September elections, political considera¬ 
tion prompted French banks to call in most of their 
credits from Central Europe. They were unquestionably 
right. In spite of this it is doubtful whether their 
attitude should be praised as a sign of superior 
wisdom and foresight. The reason why they were able 
to liquidate their commitments in 1930 was that they 
were the only banks to do so. Had British, American, 
and other banks tried to get out of Central Europe at 
the same time, the financial crisis would have occurred 
in 1930 instead of 1931, and French banks would not 
have been able to liquidate their commitments any 
more than other banks. 

The attitude of French banks towards Central Europe 
was characteristic of the French banking mentality in 
general. Instead of trying to tide their customers over 
their difficulties, they sought to safeguard their im¬ 
mediate interest by cutting credits ruthlessly. They 
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pursued this policy not only abroad but also in France. 
In all fairness it ought to be pointed out that American 
banks were guilty of the same mistake. 

Notwithstanding this policy of ruthless cutting down 
of credits, France did not escape a severe banking crisis. 
It began at the end of 1930 with the collapse of the 
Oustric group, which involved the failure of the Banque 
Adam, the Credit du Rhone, and a number of smaller 
banks. A little later several French colonial banks got 
into difficulties owing to the slump in raw material 
prices in the colonies. In some cases the Government 
supported the banks in the interest of French prestige. 
Another important failure was that of the banking 
firm of Bauer Marchal et Cie, which involved the 
Banque d’Alsace et de Lorraine and a number of other 
banks. The Banque d’Alsace et de Lorraine was sub¬ 
sequently absorbed by the Credit Industriel et Com¬ 
mercial and the same bank also absorbed the Banque 
Privee. 

The banking crisis came to its climax with the diffi¬ 
culties of the Banque Nationale de Credit in October 
1931. Although it was established only in 1913, it 
became the fourth largest joint-stock bank in France 
after the war, its deposits totalling some 5 milliard 
francs. Its difficulties were largely due to the troubles 
of the Comptoir Lyon-Allemand. Owing to the import¬ 
ant position held by the Banque Nationale de Credit 
it was essential that it should not be allowed to fail. 
The French Government was determined to save it, 
and to that end it organised a banking group for its 
support. The Treasury itself contributed the amount of 
over 2 milliard francs to assist the bank in repaying its 
depositors. The banks were at first reluctant to assist 
their rival, but when the Treasury threatened that 
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those unwilling to co-operate would not receive Govern¬ 
ment support if they ever got into trouble, they signed 
the agreement required. A failure was avoided, and the 
bank was taken over by a new institution, the Banque 
Nationale pour le Commerce et l’lndustrie, popularly 
known under the name of Banque Tardieu-Laval owing 
to the part attributed to these two statesmen in carry¬ 
ing through the reconstruction. 

The troubles of the Banque Nationale de Credit 
aroused a wave of distrust all over the country. It 
manifested itself in heavy withdrawals of deposits 
from practically all banks. Before long the Comptoir 
d’Escompte de Rheims, the Banque Syndicale de 
Paris, the Banque Commerciale Africaine and the 
Banque Courvoisier had suspended payments. In the 
same year several well - established private banking 
firms, some of them of century-old standing, closed their 
doors. Amongst them were the Banque Veuve Guerin 
et Fils at Lyons, the Banque Ramel Tardif et Cie at 
Saint-Etienne and the Banque Champenay at Grenoble. 
It looked at one time as though a general banking 
crisis would develop, leading to financial collapse. It is 
true that the assistance given by the authorities to 
the Banque Nationale de Credit was impressive. The 
public was worried, nevertheless, as it seemed doubtful 
whether the Treasury could afford to support other 
leading banks if they got into difficulties. By the end 
of 1931 its cash surplus had been practically exhausted. 
The Budget showed a big deficit, and it was realised 
that before long the Treasury would have to request 
the banks for assistance instead of being able to assist 
them. Although the leading banks were in a very strong 
position and had cash reserves of up to 35 per cent of 
their sight liabilities, the attitude of depositors gave 
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rise, none the less, to grave concern. It was feared that 
the French Government would soon be confronted with 
the dilemma of either allowing some leading banks to 
fail or of assisting them with the aid of inflationary 
borrowing from the Bank of France. The question did 
not actually arise, as after the turn of the year the 
panic subsided. 

In 1932 the number and the extent of bank failures 
was much smaller, as most of the weak positions had 
been eliminated during the crisis of 1931. The French 
banking system withstood the shock of the Kreuger 
crash remarkably well, notwithstanding rumours about 
the heavy commitments of some leading banks. The 
most notable banking event of the year was the re¬ 
organisation of the Banque de l’Union Parisienne, the 
second largest “investment bank” in France. It is said 
to have suffered heavy losses in Central Europe, and 
was reconstructed through amalgamation with the 
Credit Mobilier Fran§aise. There were a few minor 
failures at the end of 1932 and the beginning of 1933, 
but it may be said that the banking crisis came to an 
end early in 1932. 

There can be no doubt that, but for the support 
given by the Treasury to the Banque Nationale de 
Credit, there would have been a general banking col¬ 
lapse, worse than that of the United States in 1933. It 
was fortunate, indeed, from the point of view of the 
stability of the franc, that in 1931 the Treasury was in 
a position to help, and did not itself require assistance 
from the banks. Had the banking crisis occurred two 
years later nothing would have saved France from 
financial collapse, for by then the Treasury was no 
longer in a position to support the banks but itself 
required the banks’ assistance. It would have been 
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necessary either to declare a general moratorium or to 
take steps which would have led to the suspension of 
the gold standard. 

As it was, the Treasury’s crisis did not begin until 
the banking crisis was over. The confidence of the public 
in the leading commercial banks was fully restored by 
1933, and the banks were in a position to reduce their 
liquidity by taking over Treasury bills. Already in 1932 
they had increased their holding of Born de la Defense 
Nationale from 8 milliard to 13 milliard francs, largely at 
the expense of their cash supplies. In 1931 such a reduc¬ 
tion in their cash reserves might have provoked a run 
of depositors, but in 1932 the public was less nervous. 

During 1933 the banks continued to increase their 
holdings of Treasury bills. The Government brought 
pressure to bear to induce them to take a rather 
larger amount than they would have of their own 
free will. Indeed, by April 1933 their absorbing 
capacity was practically exhausted, and the Treasury 
had to cover its requirements in London. When in the 
summer of 1933 a return of confidence in the franc 
resulted in an influx of foreign funds the banks took 
advantage of it to unload some of their unwanted 
holdings of Treasury bills, which were acquired by 
foreign banks. Towards the end of 1933, however, they 
were called upon once more to finance the deficit to the 
utmost limit of their capacity. At the beginning of 1934 
it was becoming again increasingly difficult for the 
Treasury to induce the banks to increase their holdings 
of Treasury bills. The conclusion of a credit in Holland 
provided some relief, but it would not have been 
sufficient without the change in the financial situation 
brought about after the establishment of the Govern¬ 
ment of National Union. 
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It was, in a way, fortunate that French banking had 
its crisis in 1931, as most of the weak positions were 
then eliminated. French banks weathered the storm of 
1933-1934 remarkably well. The extent to which they 
were directly involved in the Stavisky affair is not 
known, but, generally speaking, is not believed to 
have been very large. The victims of that fraud were 
mainly public and semi-public corporations, such as the 
Caisse de l’Assurance Sociale. The depreciation of 
Government securities naturally affected most banks, 
and particularly the Caisse de Depots et de Consigna¬ 
tions, which institution is in charge of reinvesting the 
funds of all the savings banks. There was, in conse¬ 
quence, a certain withdrawal of savings-banks deposits, 
though these deposits showed, nevertheless, an increase 
on the year. On the whole, it may be said that the 
French banking system remained practically unaffected 
by the crisis of 1933-1934. 

The recovery that followed the advent of the 
Doumergue Government led to a decline in hoarding, 
which created easier conditions in the French money 
market and brought some increase of deposits. At the 
same time, confidence in the franc strengthened and 
there was a wholesale repatriation of French funds as 
well as an influx of foreign funds. Once more the banks 
were enabled to unload some of their unwanted 
Treasury bills upon foreign banks, thus freeing funds 
for the acquisition of new issues which undoubtedly 
will become necessary. 

The present position of French banking is safe and 
sound. In spite of this, the future is far from clear. 
Everything depends upon the trend of the general 
economic situation. If, as is feared, deflation continues, 
it will inevitably affect the position of banks. A further 
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fall in prices and an aggravation of the depression 
would cause a number of debtors to get into difficulties. 
Should deflation be pushed much further it may have 
grave consequences for the banking system. Although 
most banks have written down a great part of the 
losses they suffered during the earlier phases of the 
economic crisis, they could ill afford to write off 
additional milliards. It also remains to be seen whether 
the nerves of French depositors would stand a series of 
big commercial failures, knowing that banks would be 
inevitably involved. Deflation would create, therefore, 
new weak positions among the banks, and might create 
a panicky mentality among the public. We may there¬ 
fore witness the recurrence of a banking crisis. This 
time the banks will not be able to depend upon support 
from the Treasury, especially if the banking crisis 
should coincide with a Treasury crisis. 

Nothing but a substantial rise in commodity prices 
could remove the banks entirely from the danger zone. 
So long as prices in France remain at their present 
level banks must be exposed to sudden adverse de¬ 
velopments, as their margin of safety is narrow. This 
safety margin might easily be wiped out by a future 
fall in prices. Deflation may thus defeat its object if, by 
provoking a new banking crisis, it compels the Govern¬ 
ment to take inflationary measures in order to save the 
banks. 



CHAPTER V 


THE MONETARY CRISIS 

According to one school of thought monetary policy 
is the most important factor in determining the pros¬ 
perity and welfare of mankind; everything else—produc¬ 
tion, consumption, distribution—is determined by the 
monetary policy adopted by the various Governments. 
Undoubtedly monetary policy plays a decisive role 
from time to time, but it is a mistake to exaggerate its 
importance. Above all, it is a mistake to imagine that 
monetary developments in a country are always the 
result of deliberate monetary policy. As often as not 
they are the outcome of circumstances over which the 
Government has no control. It is by no means always 
that the deliberate action taken by monetary authori¬ 
ties can counteract the forces working in the opposite 
direction. The budgetary situation, the cash position 
of the Treasury, the banking situation, the general 
economic situation, and the psychological factor often 
more than outweigh the influence of monetary policy. 

The monetary history of France since the war pro¬ 
vides ample examples both of the power and impotence 
of monetary policy. During the war and until 1926 
monetary policy played a very subordinate part. After 
1926, on the other hand, it dominated not only the 
monetary situation in France but also her general 
economic situation. Nor was the influence of French 
monetary policy confined within the boundaries of 
France. 
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It is sometimes suggested that between 1914 and 
1926 France pursued an inflationary monetary policy. 
In reality nothing was further from the intention of 
the French Governments holding office during those 
twelve years than to depreciate the franc. For an 
inflationary monetary policy implies deliberate action 
aiming at bringing about a depreciation of the currency. 
Everybody who followed the attitude of French Govern¬ 
ments during the post-war period must have realised 
that they were, without exception, most anxious to 
prevent any depreciation of the franc. Indeed, the 
aim of most of them was decidedly deflationary, 
for they wished to bring about a recovery of the 
currency. If in spite of this the franc depreciated 
over 90 per cent between August 1914 and June 1926, 
it was not because of, but in spite of, the monetary 
policy of the Governments. They were evidently not 
strong enough to carry out their intentions in the face 
of unbalanced Budgets, Treasury deficits, and waves of 
distrust. Until the Government got the Budget under 
control their anti-inflationary monetary policy re¬ 
mained a pious wish and failed to affect the course of 
the franc. 

It was not because of any inflationary monetary 
policy that the Budget was unbalanced in 1914, and 
that no efforts were made to balance it until several 
years later. We indicated in Chapter II. the circum¬ 
stances which made it difficult for the French Govern¬ 
ment to impose heavy taxation in order to reduce the 
deficit during the war. In the beginning Government 
and public opinion probably did not realise the destruc¬ 
tive effect of the budgetary deficit upon the value of the 
franc. During the disastrous war of 1870-1871 the franc 
hardly depreciated at all; even during the darkest days 
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of the Commune the depreciation was merely 3| per 
cent. By the time the Government became aware of the 
effect of war expenditure upon the franc inter-Allied 
support had been arranged on a sufficiently large scale. 
The Government was thus enabled, by the help of inter- 
Allied loans, to inflate with impunity until 1919. It was 
not until inter-Allied support had been withdrawn that 
the true effect of the budgetary situation began to 
reveal itself. By that time the influence of inflation had 
become too strong to be reversed, and it was not until 
nearly eight years later that the Government succeeded 
in regaining control over the situation. 

Anyone examining the facts of the post-war history 
of France, without knowing anything about motives, 
might be tempted to adopt the view that the Govern¬ 
ments had pursued a deliberate inflationary policy. 
Indeed they had every reason for doing so. During the 
war the public debt increased to astronomic figures, 
and after the war nearly 100 milliard francs were spent 
on reconstruction and other expenditure connected 
with the war. By 1926 the public debt amounted to 
300 milliard francs. Had the franc been restored to its 
pre-war figure of 25 to the pound, the public debt 
would have been equivalent to 12 milliard pounds, 
which is nearly twice as much as that of Great Britain. 
It is unthinkable that France, or indeed any country, 
could have borne such a terrific burden. Given the 
extent of the public debt inherited from the war, and 
the necessity of financing the reconstruction of devast¬ 
ated areas, the right policy for the French Government 
to adopt would have been to inflate deliberately. 

In reality the trend of evolution worked in that 
direction in spite of the resistance put up by successive 
Governments. The inflationary expenditure of rebuild- 
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ing northern France was made in anticipation of 
reparations from Germany. Had it been evident im¬ 
mediately after the war that no more than a fraction 
of that expenditure would ever be refunded by Ger¬ 
many the French Government would probably have 
very substantially reduced its reconstruction pro¬ 
gramme. 

It was only with the utmost reluctance that the idea 
of returning to the pre-war franc was abandoned. Even 
when inflation was at its worst it was almost the 
unanimous opinion of statesmen and economists that 
sooner or later the franc would be restored to 25 
to the pound. It was a curious irony of fate that 
the very statesmen who held such views were forced to 
increase the note circulation, and thereby to drift 
further and further away from their declared aim. It 
was not in pursuance of an inflationary policy but only 
under the pressure of developments that the limit of 
the Government’s borrowing from the Bank of France 
and that of the total note issue was raised time after 
time in order to cover Treasury deficits. 

Between 1919 and 1926 the franc was subject to 
violent fluctuations. Although periodically it under¬ 
went a marked recovery the general trend was down¬ 
ward. The vicious circle of depreciation of the ex¬ 
change, rising prices and wages, etc., is too well known 
to require detailed description. In this respect the 
experience of France was more or less identical with 
that of other countries where budgetary deficits led to 
relatively moderate inflation. A characteristic feature 
of the inflationary period in France was the extreme 
sensitiveness of the franc to political influences. Know¬ 
ing that the French Budget and the franc were depend¬ 
ent upon reparations, the chances that France might 
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recover the milliards owed her by Germany inevitably 
influenced the exchange rates. This factor was particu¬ 
larly in evidence during the occupation of the Ruhr in 
1923-1924. From that period until 1926 the franc was 
subject to attacks by international speculators. 

In March 1924 M. Poincare succeeded in defeating 
a world-wide bear campaign wich the aid of credits 
arranged in London and New York. The effect of this 
financial victory was temporary because he tackled 
only the symptoms instead of the fundamental causes 
of the disease. With the Budget still unbalanced and the 
Treasury in a precarious position it was useless to 
attempt to bolster up the franc against the destructive 
influences at work. Between 1924 and 1926, under the 
radical Governments of M. Herriot and M. Caillaux, 
the franc went from bad to worse. Although the 
deficit showed a declining tendency, the distrust in the 
radical Government on the part of financial interests 
accentuated the flight from the franc. Against this 
factor even the financial genius of M. Caillaux was of 
no avail. The internal political deadlock, brought about 
by the conflict between the radical Chamber and the 
conservative Senate, made it impossible to pass the 
legislation necessary to save the franc. 

In 1926 M. Poincare made his second attempt to put 
an end to the monetary crisis. This time he had learnt 
from his earlier experience, and, instead of trying to 
support the franc with the aid of foreign credits, he 
balanced the Budget and made provisions for the 
management and reduction of the floating debt. From 
this time onwards French monetary policy became a 
factor of first-rate importance. Having got the Budget 
and Treasury positions under control, the Government 
was able to impose its will upon monetary develop- 
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ments. The franc was provisionally stabilised at a value 
which was about twice the lowest figure reached six 
months earlier, but which was nevertheless too low 
compared with its economic parities. This became 
amply evident during the period of pre-stabilisation, 
between December 1926 and June 1928. Throughout 
that time there was a heavy influx of funds into France, 
indicating that the franc was under-valued. Notwith¬ 
standing this, Poincare decided in 1928 to stabilise the 
franc definitely at its provisional parity of 124 to the 
pound. Opinions vary as to the level which represented 
the economic parity of the franc; it was estimated 
at 80 to the pound by Mr. R. G. Hawtrey, and this 
figure was probably near the truth. 

In itself the under-valuation of the franc would not 
have been a disaster. It is true that the result was a 
spectacular increase in the gold and foreign exchange 
reserve of the Bank of France. But had this increase 
been allowed to result in a corresponding expansion in 
the note issue the resulting rise in prices in France 
would have reduced the discrepancy between the 
internal and external value of the franc. Instead of this 
M. Poincare and his successors deliberately adopted a 
deflationary monetary policy. They sterilised a large 
part of the gold influx, thereby handicapping the 
natural tendency towards a rise in prices in France. 

The deflationary policy of the French Government 
was, in fact, a main cause of the world economic crisis. 
It resulted in a persistent pressure on London which 
ended in the suspension of the gold standard in Great 
Britain. For the details of this argument we must refer 
the reader once more to the author’s earlier books, 
Behind the Scenes of International Finance and Finance 
and Politics. 
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During the earlier phases of the crisis it looked as 
though the franc would remain unaffected by it. The 
strength of the technical position of the Bank of 
France, together with the apparently favourable posi¬ 
tion of Budget, Treasury, and trade balances, inspired 
confidence in the franc. Paris took the place of London 
as the chief refuge for foreign funds. The repatriation 
of French official and private balances from both 
London and New York further strengthened the gold 
reserve, which attained record figures in 1932. Even 
the banking crisis of 1931 failed to affect the franc 
materially. As all the important banks which got into 
difficulties were supported by the Government out of 
the Treasury’s surplus, the run subsided before it could 
do much mischief. 

Although technically the position of the franc ap¬ 
peared unassailable, the basic economic forces, which 
matter, in the long run, more than the technical 
position, had been moving against it ever since 1931. 
The export surpluses which were the result of the 
under-valuation of the franc between 1924 and 1927 
disappeared as the franc ceased to be under-valued. 
Invisible export items also declined owing to the crisis 
and the over-valuation of the franc. Tourist traffic fell 
to a fraction of what it was in more prosperous days. 
The income of France from her foreign investments 
also declined, partly through the default of a number 
of debtors and partly through the repatriation of the 
capital invested abroad. 

Above all, the troubles of the Budget and the Treasury, 
which came to an end in 1926, had reappeared by 1932. 
We have seen in earlier chapters that by 1932 the 
situation of French public finances had once more be¬ 
come critical. The material influence of these faotors 
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would have been powerless in face of the strong techni¬ 
cal position of the Bank of France with its reserve ratio 
of about 80 per cent. But simultaneously with the 
renewed crisis of the Budget and the Treasury there 
was a revival of the wave of distrust which exaggerated 
the effects of the crisis. There commenced an efflux of 
French capital seeking refuge abroad, as well as a 
wholesale withdrawal of foreign capital which formerly 
had sought refuge in Paris. The movement assumed 
considerable dimensions towards the end of 1932 and 
the beginning of 1933, but the weakness of the dollar 
came to the rescue of the franc and diverted attention 
from it. The same thing happened towards the end of 
1933 and the beginning of 1934. On both occasions the 
flight from the franc might have produced very marked 
effects but for the timely relief caused by the flight 
from the dollar. In the sphere of foreign exchanges, as in 
most other spheres, the principle of relativity is of 
great importance. In the light of the weakness of the 
dollar the franc appeared to be a relatively safe 
currency, even during the dark days of January 
1934. 

It would, of course, be doing less than justice to the 
French authorities to attribute the resistance of the 
franc entirely to the weakness of the dollar. It must be 
admitted that they handled the situation with much 
skill and energy. They supported the franc in the open 
market; they raised the bank rate and Treasury bill 
rate whenever it was necessary; above all, they parted 
with gold with a liberality that surprised everybody. 
Until recently the author held the view that the nerves 
of the French authorities and of the French public 
would not stand the strain of an outflow of gold on a 
large scale for any length of time. In the light of the 
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experience of 1933-1934, however, he had to revise his 
opinion, for the French authorities parted with over 
£100 millions of gold without hesitation, and the efflux 
did not in itself cause a panic. 

Throughout the crisis it has been the declared policy 
of the French authorities to maintain the franc at its 
parity by ruthless deflation. To that end efforts have 
been made to cut down budgetary expenditure and to 
bring about a fall in prices. At the same time some of 
the defensive measures taken have been in conflict with 
this policy. The introduction of high tariffs and the re¬ 
striction of imports by quotas tended to maintain prices 
in France at a relatively high level. Nevertheless these 
measures prevented the development of a huge trade 
deficit, which, together with the budgetary deficit, 
would have undermined the stability of the franc. Thus, 
thanks to its strong technical position, and to the 
coincidence of the fall in the dollar, the franc survived 
the climax of February 1934. 

After the establishment of the Government of 
National Union the trend of gold movements was soon 
reversed. Confidence in the franc returned both in 
France and abroad. A large number of French people 
who had considered it advisable during the crisis to 
hoard gold at home or to deposit it in London sold 
their holdings to the Bank of France. French balances 
were repatriated from London, and foreign funds began 
once more to make their way to Paris. Between March 
and August 1934 the Bank of France recovered practi¬ 
cally the whole of the gold it had lost during the crisis 
of 1933-1934. The franc became once more the strongest 
of all gold currencies, and the monetary authorities of 
Great Britain, Italy, Switzerland, Holland, Belgium, 
Germany, etc., had to sell substantial amounts of gold 
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to the Bank of France in order to support their cur¬ 
rencies against the rising trend of the franc. 

The Government of the National Union of 1934, like 
that of 1926, succeeded in saving the franc. It remains 
to be seen whether the result of these efforts will be 
lasting. Unquestionably the technical position of the 
franc is at present unassailable. Notwithstanding this 
a large section of expert opinion abroad, and also in 
France, is convinced that sooner or later the franc will 
have to follow sterling and the dollar in their deprecia¬ 
tion. We pointed out in earlier chapters that develop¬ 
ments of Budget, Treasury, and banking situations 
might create a state of affairs in which the French 
authorities would have no alternative but to yield to 
pressure. We shall see in subsequent chapters that 
general economic developments, the psychological fac¬ 
tor, and political events both at home and abroad are 
also likely to work in the same direction. 



CHAPTER VI 


THE ECONOMIC CRISIS 

During the war the economic situation of France was 
subject to many conflicting influences. On the one hand 
there was the paralysing effect of the German invasion 
upon industrial activity; this was all the stronger as the 
districts which were either occupied by the enemy or 
were the scenes of military operations were industrially 
the most developed parts of France. A large number of 
refugees had to be supported by the unoccupied parts 
of the country. The threat of enemy invasion paralysed 
to some extent productive activity in the territories 
which were directly affected by military operations. 
On the other hand there was the stimulating effect of 
military purchases for the French and Allied armies. 
There were also the spending of British and, sub¬ 
sequently, American officers and soldiers, which con¬ 
stituted the largest tourist traffic ever recorded by any 
country in a given period. Between 1914 and 1918 
France benefited by the presence of millions of foreign 
“visitors” with money to spend. This was a factor of 
importance which is not generally appreciated. The 
French population must have received and hoarded 
many millions of pound and dollar notes, which con¬ 
stituted a secondary currency reserve. There was also 
the stimulating effect of monetary inflation. The spend¬ 
ing power created by it was all the more significant as 
in normal conditions French people generally limit their 

spending, owing to their thrifty nature. 

eo 



OH. VI 


THE ECONOMIC CRISIS 


61 


Notwithstanding these favourable factors, the 
balance-sheet of the war showed a heavy economic loss 
for France. Her national wealth was affected by the 
devastation of her northern and eastern provinces to 
a larger extent than that of any other belligerent 
country. Had she been defeated instead of winning the 
war it would have taken many decades before she 
could have reconstructed her devastated regions. As it 
was, partly through receipt of German reparations and 
largely through the anticipation of receipts, the de¬ 
stroyed towns and villages were restored in the course 
of rather less than ten years. 

Dealing with the post-war economic history of 
France, we have to discriminate between tlrree periods. 
During the first period, between 1918 and 1926, un¬ 
stable financial conditions coincided most of the time 
with prosperous trade. During the second period, be¬ 
tween 1926 and 1931, financial conditions were stable, 
and trade continued to be prosperous. During the third 
period, which began in 1931, finances remained stable 
but trade became depressed. The first period included 
the post-war boom but also the reaction, which in 
France was not quite so severe as in some other coun¬ 
tries. The post-war slump in France was mitigated by 
continuous inflation, and by expenditure on the recon¬ 
struction of devastated areas. Notwithstanding the fall 
in prices, unemployment did not increase to alarming 
figures. 

Thanks to the progress of inflation and reconstruc¬ 
tion expenditure, France recovered from the post-war 
slump much more easily than other countries. There 
followed several years of unprecedented prosperity for 
French trade. Money was plentiful, thanks to budgetary 
deficits and to the very generous indemnities allotted 
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to those whose property was destroyed during the war. 
The Government also spent large amounts on the 
fortification of its eastern frontiers and the modernis¬ 
ation of the armed forces. There was an inflationary 
boom. While in several other countries inflation attained 
excessive dimensions and undermined economic stabil¬ 
ity, in France it was comparatively moderate. She had 
exactly the degree of inflation necessary to create 
prosperity without destroying national wealth. The 
stage when the economic disadvantages of inflation out¬ 
weigh its advantages was never reached in France. 

Industry benefited considerably during the twelve 
years of inflation. Under the stimulus of rising prices, 
and with the aid of indemnities received for destroyed 
plants, the manufacturers of northern France rebuilt 
their plants and established virtually new industries with 
a productive capacity well in excess of pre-war figures. 
Their competitive capacity increased, thanks to ration¬ 
alisation and to the time-lag between the depreciation 
of the franc and the increase in wages. While before the 
war French exports consisted largely of specialised 
luxuries in which France was unrivalled and beyond 
competition, after the war France entered the world 
market as a strong competitor in textiles, engineering 
products, etc. Her trade balance during the inflation 
period was mostly favourable, apart altogether from 
invisible exports which were also heavily in her favour. 
Tourist traffic from the Anglo-Saxon countries in¬ 
creased considerably after the war and became one of 
the mainstays of French prosperity. It was owing 
to these conditions that French industry and com¬ 
merce was able to accumulate substantial reserves 
enabling them to face the subsequent depression. 

The depression was not to come, however, until 
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five years alter the end of the inflationary boom. Thanks 
to the under-valuation of the franc, prices in France 
remained well under the world price-level after 1926, 
and this enabled her to maintain a relatively favour¬ 
able trade balance during the years that followed 
stabilisation. In consequence of this discrepancy in 
prices, there was no stabilisation crisis in France. While 
prices all over the world had a declining tendency in 
France they rose somewhat at the beginning of the 
period of stability, and their subsequent fall was for 
a time more moderate than in other countries. 

As a result, the economic depression which swept 
the world from 1929 onwards did not reach France 
until two years later. Throughout 1930 and during 
the greater part of 1931 France appeared to be im¬ 
mune from the world-wide depression. The rise in 
her unemployment was negligible, even if we allow 
for the difference between officially published figures 
and real figures. While her exports suffered from 
the decline in the purchase of luxuries by countries 
affected by the crisis, her internal trade remained 
prosperous. The small extent of unemployment was, 
in part, due to the removal of a large number of foreign 
workmen who had established themselves in France 
after the war and whose permits were not renewed 
when employment began to decline. The number of 
foreign manual workmen thus removed was over 
400,000. Thus the decline in employment was in 
reality much larger than the increase in unemploy¬ 
ment. In spite of this, France, on the whole, remained 
prosperous until the third quarter of 1931. Indeed 
people in France and abroad were beginning to believe 
that she was immune from the world crisis, because 
of the self-sufficiency of her economic system. 
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The experience of the following three years proved 
that this belief was an illusion. As a result of her 
industrialisation after the war France had ceased to 
be self-sufficient. Her prosperity had come to be de¬ 
pendent upon that of the rest of the world. Like many 
other countries, she had to learn that she could not 
have it both ways; she could not develop powerful 
exporting industries and at the same time remain 
immune from influences affecting world markets. These 
influences began to manifest themselves first in a 
decline in the purchasing power of foreign countries. 
Until the third quarter of 1931, however, Frenchindus- 
tries were able to hold their ground, for they still 
enjoyed, to some extent, the benefits of the under¬ 
valuation of the franc five years previously. 

ft was only after Great Britain and a number of other 
countries had left the gold standard that the situation 
became reversed: instead of being under-valued the 
franc became over-valued after September 1931. This 
inevitably affected the trade balance, as French ex¬ 
porters found it increasingly difficult to compete with 
the exporters of other countries who enjoyed depreci¬ 
ated currencies. The decline in prices in France between 
1931 and 1934, substantial as it was, was not sufficient 
to restore fully the competitive capacity of French 
exporters. At the same time, foreign goods threatened 
to swamp the French market, and, in order to prevent 
this, the Government introduced high tariffs and 
quotas. The result was retaliation on the part of foreign 
countries, which in turn affected French exports. The 
trade balance remained strongly adverse. 

By 1932 France fully realised that she was far from 
being self-sufficient and that she was unable to isolate 
herself from the influence of the world crisis. Her 
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balance of payments had a deficit of some 5 milliard 
francs. Not only foreign trade, but also home trade 
was beginning to be seriously affected. There was a 
slump in tourist traffic which threatened to ruin the 
French hotel industry and all other industries depend¬ 
ing on the purchases of foreign visitors. The number of 
foreign tourists in France, which was 1,911,000 in 1929, 
had declined to 931,000 by 1933, and the amount of 
their total spendings must have dropped to a far larger 
extent than these figures would indicate. The number 
of American visitors, who are the best spenders, de¬ 
clined from 296,000 to 101,000. 

In order to safeguard the rural population from the 
slump in agricultural products, the Government in¬ 
itiated a system of subsidising wheat, with the result 
that by 1934 wheat prices in France were about four 
times as high as in the United States. This, together 
with the high tariffs and import restrictions by quotas, 
prevented the cost of living from falling in proportion 
to the over-valuation of the franc. It was largely owing 
to this circumstance that French industries were unable 
to cut their costs sufficiently to meet the competition 
of countries that had depreciated their currencies. 
Another factor working in the same direction was the 
public-works scheme adopted by the Government, 
which, if carried out on an extensive scale, was bound 
to influence prices and the cost of living in the upward 
direction. 

In consequence of the rise in world prices brought 
about by President Roosevelt’s experiments, conditions 
in France underwent a moderate improvement during 
1933, though a further depreciation of dollar and 
sterling largely offset the beneficial effect of higher 
world prices upon French trade. The financial crisis of 

F 
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1933-1934 left the economic situation unaffected. On 
the one hand, the political disturbances that accom¬ 
panied it were not sufficiently grave to disorganise the 
economic system of the country; on the other hand, 
the anticipation of inflation was not sufficiently strong 
to induce Frenchmen to increase their purchases of 
commodities on the assumption that prices would rise. 

The financial recovery that followed the advent of 
the Government of National Union was accompanied 
by an accentuation of the economic depression. The 
moderate recovery that began in 1933 came to an end 
when after the stabilisation of the dollar the rise in 
world prices stopped. The reduction of public expendi¬ 
ture by 4 milliards through the economy decrees of 
April 1934 could not fail to influence adversely the trade 
position. Although at the time of writing it is im¬ 
possible to ascertain fully the effect of the economies, 
it is evident that the purchasing power of consumers 
cannot be cut down by 4 milliard francs without 
reacting adversely on trade. According to Mr. J. M. 
Keynes, an increase of public expenditure tends to 
create purchasing power equivalent to two and a half 
times its amount. The same proportion applies prob¬ 
ably also to a decrease in public expenditure. On this 
assumption the loss in spending power through these 
economy measures will be about 10 milliard francs. 
This must be a severe blow to French trade and its 
adverse effects are likely to become accentuated if it 
provokes a further decline in prices. Unemployment 
has, in fact, already begun to rise, and the index 
number of industrial production shows a heavy fall 
during the period of financial recovery. 

It is the declared policy of the French Government 
to continue to deflate. Whether or no it is successful 
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in putting this policy into practice French trade 
must suffer. If the deflation continues and prices fall 
further the trade depression will become accentuated. 
The workmen are likely to resist to the utmost any 
attempt at further reductions in their wages, and in 
addition to her other troubles France will experience a 
series of strikes and lock-outs. Owing to the rigidity of 
the cost of living the employees cannot afford to give 
in, so that industrial conflicts are likely to be prolonged 
and desperate. Unemployment will probably continue 
to rise, and this again will react upon trade. If, on the 
other hand, the French Government fails in its attempt 
to reduce prices, French export trade will decline 
further. For some time the Government can pursue 
successfully the policy of cutting down imports to the 
level of exports. As, however, certain imports are 
indispensable, a stage will be reached when the Govern¬ 
ment will no longer be able to prevent an increase in 
the adverse trade balance. France will commence to 
lose gold and the technical position of the franc will 
weaken. 

The only hope for France to avoid the adverse effects 
of deflation, or of the deterioration of her trade balance, 
would be for prices in the United States to rise, causing 
an all-round rise in world prices. The fate of French 
trade will not be determined in Paris, but in Wash¬ 
ington. Yet even if President Roosevelt’s measures 
produce the desired effect on world prices it is possible 
that a further depreciation of the sterling-dollar group 
of currencies will neutralise their repercussion on 
France. If President Roosevelt fails, or if he succeeds 
by causing the dollar to depreciate further, devaluation 
will be the only hope for French trade. 



CHAPTER VII 


THE “CRISE DE CONFIANCE’ 

Steady nerves and a steady temperament are among 
the most valuable of assets a nation can possess. As 
often as not they outweigh more tangible advantages, 
such as the possession of immense natural resources or 
a huge gold reserve. It is largely steadiness of nerves 
and temperament that places the British nation at an 
advantage in the sphere of finance compared with 
other great nations. The natural resources of the 
British Isles cannot compare with those of either the 
United States or France. Notwithstanding this, and 
notwithstanding the inferiority of her gold stock, Great 
Britain has been able to weather the storm of the world 
economic crisis better than either of them. While 
both American and French are inclined to exaggerate 
both their good fortune and their ill fortune, the 
British seldom depart to any degree from the middle 
course. The American and French nations are both 
subject to fits of panic, but the steadiness of British 
nerves safeguards this country from such misfortunes. 
The British public seldom loses its sense of proportion 
and is able to resist the temptation to fall into extremes. 
For this reason the psychological factor is less dis¬ 
turbing in Great Britain than in almost any other 
country. 

In France the psychological factor has always played 
a very important part. Since the war, on a large number 

of occasions, it has been the decisive factor. It is quite 
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an understood thing that, whenever something goes 
wrong with Budget, or Treasury, or banks, or trade, or 
politics, there is invariably a crise de confiance. It is 
difficult to find an English equivalent for this ex¬ 
pression. Its nearest translations are “wave of dis¬ 
trust” or “psychological crisis”, but neither of them is 
the exact equivalent of the French expression, which 
implies a wave of distrust that is either altogether 
unjustified or, at any rate, grossly exaggerated. Nor 
is the term “distrust” sufficiently strong. Crise de 
confiance implies a certain degree of defeatism and a 
panicky mentality. It has been at the root of many of 
France’s troubles since the war. Unquestionably the 
material factors fully justified a certain degree of 
pessimism before 1926 and again after 1931. But from 
time to time this pessimism became exaggerated to the 
extreme, and, as is usually the case, created its own 
justification by causing a corresponding deterioration 
in the material situation. 

Already during the war the French public showed a 
distrust for the franc. While the heroism of French 
troops on the front earned the admiration of the world, 
and the patriotism with which the hinterland, on the 
whole, stood the sufferings inflicted upon them by 
enemy invasion, deserved the highest praise, there were 
at the same time many thousands of Frenchmen who 
considered it safer to transfer their wealth to London 
or to some neutral country. This spirit of distrust con¬ 
tinued to prevail after the war. During the inflation 
period French funds abroad assumed gigantic propor¬ 
tions. In Switzerland and in London they became 
factors of first-rate importance. Their movements had 
a strong influence both on international exchange 
rates and on conditions in the money markets. 
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The franc itself was largely under the influence of such 
French capital movements. Foreign speculation played, 
undoubtedly, an important part in bringing about the 
slump of the franc in 1924 and in 1926. But for the 
flight of French capital, however, its effect would have 
been limited. Bear speculation in a currency can bring 
about a depreciation, but, sooner or later, bear positions 
have to be covered; in themselves they cannot deter¬ 
mine the fate of a currency. It is because the bear 
attacks on the franc were accompanied by a wholesale 
outflow of French capital that they produced such 
spectacular results. In the panics of 1924-1926 the 
crise de confiance in France played a predominant part. 

Another manifestation of the crise de confiance was 
the increase of hoarding. Already before the war the 
French public was in the habit of hoarding gold coins 
and bank notes. From this point of view the difference 
between the rural and urban populations was merely 
one of degree. After the war the practice of hoarding 
assumed very large dimensions. It is a well-known 
inflationary phenomenon that amidst the rapid in¬ 
crease of the note circulation there occurs, from time 
to time, an acute scarcity of currency owing to the 
amounts withheld from circulation through hoarding. 
Although in France inflation did not attain the degree 
at which this phenomenon should appear, there was, 
from time to time, a scarcity of currency owing to the 
waves of distrust which accentuated hoarding. 

Given the fact of the unsteady nerves and erratic 
temperament of the French nation, it is not surpris¬ 
ing that France was swept periodically by financial 
panics. What is surprising is that in the eleventh hour 
disaster was always averted. It is one of the assets of 
the French character to harden to strong resistance in 
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extreme emergency. In this respect it differs consider¬ 
ably from the British national character. Although 
both nations behave splendidly in emergency, it is for 
different reasons. The French nation displays greatness 
in emergency because it realises and even exaggerates 
the degree of the danger. The British character is at its 
best in emergency because it is unaware that emer¬ 
gency exists. In 1931 English people simply refused to 
believe that the pound was in danger, and when Great 
Britain was swept off the gold standard through the 
withdrawal of foreign funds, it failed to create any 
panic internally. In similar conditions the realisation 
of extreme emergency would have brought forth in 
France a supreme effort to save the national currency. 
In Great Britain people simply kept their nerves, and 
the danger of a financial collapse blew over before the 
public had realised that it existed at all. 

To some extent the inclination of the French public 
to exaggerate is helpful when the climax of a crise de 
confiance has passed. The exaggeration of the improve¬ 
ment that takes place is sometimes useful as it hastens 
recovery. Excessive confidence may, however, be 
harmful, as indeed it was during the prosperous period 
of 1926-1931. The success of M. Poincare’s action to 
save the franc created a dangerously conceited men¬ 
tality which influenced considerably the French atti¬ 
tude towards other countries. It was firmly believed in 
France, during that period, that the country had been 
placed beyond the possibility of any new crisis. The 
fate of other countries was regarded with indifference, 
as it was considered simply unthinkable that adverse 
developments abroad could react upon France. Having 
recovered from her troubles, France displayed an utter 
lack of sympathy and understanding for the troubles 
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of other countries. She had to pay the price for this 
attitude as it was bound to recoil upon her sooner or 
later. 

The crisis of 1931 made France realise that she was 
after all not immune from troubles. The gesture im¬ 
plied in the refusal of the French Government to close 
the Paris Bourse on September 21, 1931, when Great 
Britain left the gold standard, was very impressive. 
But it was impossible to keep up a pretence of in¬ 
difference towards the world crisis much longer. A few 
weeks later France herself was in the throes of a crisis 
in the form of a run on her banks. While the franc was 
above suspicion the crise de confiance reappeared during 
the crisis of the Banque Nationale de Credit. As usual 
pessimism and distrust were exaggerated to the extreme. 
In the case of the Banque Nationale de Credit there 
was some ground for pessimism, but the public lost its 
confidence in other banks which ought to have been 
considered as above suspicion. Even the possession of 
a cash reserve of 30 per cent and more was insufficient 
to prevent widespread withdrawals by depositors. 
Throughout the crisis British banks did not consider it 
necessary to increase their cash ratio above the cus¬ 
tomary figure of about 10 per cent. French banks, on 
the other hand, increased their cash ratio to over three 
times that percentage, and in spite of this did not feel 
nearly as safe as British banks. 

During the crisis something like 20,000 new private 
deposit accounts were opened with the Bank of France 
by firms and individuals who distrusted even the best 
of the commercial banks. The number of those whose 
distrust went even further and who withdrew their 
deposits altogether in order to hoard their funds must 
have run into millions. The amount hoarded in the 
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form of notes alone has been estimated at between 
20 and 30 milliard francs. It is rather remarkable that 
the very people who did not care to become depositors 
of the Bank of France did not mind holding the notes 
issued by that institution. 

The wave of distrust went even further, and nothing 
short of holding gold set the minds of many people at 
rest. As the Bank of France did not issue gold coins, 
bars were withdrawn and cut into small pieces so as to 
satisfy those who could not afford to buy a whole bar. 
The gold coins imported from Great Britain, the United 
States, and other countries went to a considerable 
premium compared with bar gold because they pro¬ 
vided better facilities for hoarding on a small scale. A 
regular traffic developed in gold both in Paris and in 
the provinces. The banks themselves set an example by 
maintaining considerable gold stocks of their own. The 
degree of this hoarding fever fluctuated during the 
years of depression but on the whole it remained fairly 
high. 

At the same time the accumulation of deposits 
abroad was also becoming increasingly popular. Banks, 
firms, and private individuals considered it advisable 
to keep part of their liquid assets in London, in Switzer¬ 
land, or elsewhere in the form of current-account 
balances, deposits, security holdings, or gold deposits. 
London came to be regarded as the only safe place 
for French gold deposits. The movement of French 
balances between Paris and London became once more 
one of the decisive factors determining the sterling- 
franc rate. 

From time to time the arise de i$nfiance became 
accentuated. Apart from its direct effect upon the 
exchange rate it tended to affect the franc indirectly 
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through its influence on the Treasury’s cash position. 
During the first quarter of 1933 the crise de confiance 
was largely responsible for the tightening up of mone¬ 
tary resources, which again made it difficult for the 
Treasury to cover its requirements. It was the crise de 
confiance which made it advisable for the banks to 
maintain a high cash ratio and which prevented them, 
therefore, from taking up sufficiently large amounts of 
Treasury bills, notwithstanding the slackness of de¬ 
mand for credit for commercial purposes. 

The wave of distrust manifested itself also in the 
wide fluctuations in the price of Government securities. 
In 1932 they were raised artificially to a very high level 
in order to secure the success of the great conversion 
operation. As soon as the conversion was over there 
was a slump in Government securities, which again 
brought forth an accentuation of the distrust. 

During the climax of 1934 the psychological factor 
was of foremost importance. The actual amount of the 
budgetary deficit was not large enough to justify, in 
itself, the defeatist attitude of the public towards the 
financial outlook. But for the crise de confiance the 
problems of the Treasury could have been easily 
solved. It was because of the wave of distrust that fears 
were entertained about the inflationary consequences 
of the Treasury deficit. It is not surprising that in the 
atmosphere of demoralisation created by the Stavisky 
affair the crise die confiance should have attained its 
climax. There was indeed a large increase both in 
hoarding and in the outflow of French capital. 

Viewed in the perspective of history the change 
brought about by the establishment of the Govern¬ 
ment of National Union may appear to have been 
dramatically sudden. In reality it was about two 



75 


vn THE “CRISE DE CONFIANCE” 

months before the French public realised that there 
was a change in the outlook. Confidence was not 
restored in one stroke; the new Government had to 
work hard throughout February, March, and April to 
earn the confidence of the nation. Political and financial 
uncertainty continued to prevail until April, and while 
hoarding and the flight from the franc did not continue 
there was little sign of a reversal of the trend. It was 
not until April that the public began to dishoard. 

Once the tendency did set in it made rapid progress, 
and soon the return of confidence had begun to assume 
exaggerated dimensions. By June it was generally felt 
in France that the crisis was over. It was believed 
that the experience of M. Poincare in 1926 had repeated 
itself. Before it was even possible to ascertain whether 
the economy measures had resulted in budgetary 
equilibrium, and before the Treasury had accumulated 
a safe balance, the arise de conficmce had come to an end 
and given way to a mentality of excessive confidence. 

So far so good. But is there any reason to believe that 
the wave of distrust has been definitely disposed of? 
The foundations of the restored confidence are very 
slender indeed, and unless they are strengthened con¬ 
siderably a relapse might occur at any moment. Dis¬ 
appointing budgetary results, the resumption of the 
gold efflux for no matter what reason, a revival of 
political troubles, and many other causes would be 
capable of bringing back the crise de conficmce. 

It is generally believed abroad that unless and until 
the franc is devalued it will remain vulnerable. While 
at the moment of writing the bulk of the French public 
does not share this pessimism, in times of crise de 
confiance foreigners are surpassed by Frenchmen in 
pessimism. So long as the franc is at its present level 
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France must remain exposed to the recurrence of crises 
de confiance. Although devaluation in itself would not 
remove the possibility of their recurrence, it would 
certainly dispose of one of the most important sources 
of danger. The public is more likely to trust a currency 
which has already had its depreciation than one which 
is still resisting the trend working towards its fall. 



CHAPTER VIII 


THE “CRISE MORALE” 

Hitherto we have been dealing with the financial, 
economic, and psychological aspects of the French 
crisis. In this chapter we propose to examine its moral 
aspects. It is a very awkward subject, especially as the 
criticism comes from abroad. Every nation is touchy 
at being told about its defects by foreign critics. Never¬ 
theless, at the risk of causing offence and resentment, 
the author means to be outspoken in his criticism. He 
cannot over-emphasisethat his remarks are not directed 
against the predominant majority of the French nation 
but only against a minority, relatively insignificant in 
numbers, but very powerful. It is a great mistake to 
consider that minority, which consists of politicians, 
publicists, financiers, etc., as representing France. Ad¬ 
mittedly it is they who get all the publicity while the 
millions of plain citizens remain in the background. 
Foreign critics often denounce France as a whole for 
the sins of that minority. And yet it is not the corrupt 
political and financial “Upper Ten” that represent the 
national character but the millions of hard-working, 
honest, and thrifty Frenchmen who never get into the 
headlines. It is unfortunate that their destinies should 
be determined by a minority whose morality is, gener¬ 
ally speaking, extremely low. It is this minority we 
propose to deal with in this chapter. 

Already in earlier chapters we have pointed out some 
of the aspects of the lack of financial morality which 
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were factors of some importance in the budgetary and 
monetary crisis. Wholesale fiscal evasion by taxpayers 
and the flight from the franc aggravated the crisis both 
before 1926 and since 1931. In addition there was wide¬ 
spread corruption in political life and the Press which 
provided an obstacle to recovery and which, through 
periodic scandals, sometimes jeopardised stability and 
caused a dangerous atmosphere of demoralisation. 

France is by no means the only country where 
public life is corrupt. Indeed, in many ways, other 
countries are worse. For instance, the corruption in 
the administration of justice in the United States is 
incomparably worse than in France, while political 
corruption is at least as bad. The predominant majority 
of civil servants in France are honest, which is more 
than can be claimed for many countries. There is, 
however, one aspect of corruption in which France sur¬ 
passes any other country. There exists in France a 
large and influential organisation, membership in which 
practically secures impunity for offences against the 
law. This is the masonic organisation of the Grand 
Orient. Those who know the high principles that guide 
freemasonry in England must view with incredulity 
the accusations that are made day after day against 
the masonic organisation in France. It is important, 
however, to realise that freemasonry means something 
totally different on the Continent in general, and in 
France in particular, from what it means in this 
country. In most Continental countries it is a highly 
advanced revolutionary organisation. In France, where 
the revolution became an accomplished fact in 1789, it 
has become the mainstay of the parties of the Left, 
which have played such an important part in the 
destinies of the Third Republic since 1871. 
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While in every country, including Great Britain, the 
tendency for masons to assist one another is proverbial, 
in France they go much further in this respect than in 
most other countries. If a member of the Grand Orient 
is involved in a political or financial scandal, and even 
if he is liable to criminal prosecution, his fellow-mem¬ 
bers do their utmost to assist him. They are in a posi¬ 
tion to do so, owing to their influence in the Ministry 
of Home Affairs and in the Surete Generale (the French 
Scotland Yard), where the key positions are held 
largely by members of the Grand Orient. Thanks to 
this they are in a position to suppress or manufacture 
evidence according to the case, and to impede or 
divert the course of justice. 

It is far from the author’s intention to suggest that 
corruption is the monopoly of the Radical politicians 
associated with the Grand Orient. There is, in fact, 
little to choose between them and the politicians of 
the Right. At least three of the leading politicians of 
international reputation of the Right are known to 
have used their official positions to secure financial 
advantages for themselves. If the amount of corruption 
that is on the conscience of Radicals is probably larger 
than the amount for which the parties of the Right 
have to account for, it is simply because Radicals have 
been in office longer than Conservatives; and if the 
hands of the two extreme parties—the Royalists and 
Communists—are clean it is simply because they have 
not yet been in office, and have had neither the oppor¬ 
tunities nor the temptations to which politicians of 
other parties have succumbed. 

It is no wonder that the French public has such a 
low opinion of its politicians. In accordance with the 
national temperament, tending to exaggerate in every- 
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thing, the French are inclined to suspect anything of 
everybody connected with high politics. When during 
the crisis of 1931 the French Treasury granted support 
to foreign countries and to banks in difficulties, in 
spite of the obvious public interest involved in its 
action, suspicions were entertained by large sections of 
public opinion that the assistance was not altogether 
disinterested. There are, indeed, very few French 
politicians who are considered by the bulk of their 
fellow-countrymen to be above suspicion. M. Poincare 
was one of them, and M. Doumergue is another. This 
largely explains their success in bringing about a re¬ 
covery from situations of extreme emergency. 

The corruption of the French Press is even more 
glaring than that of French politicians, and exceptions 
are even less numerous than in political life. The 
absence of adequate laws of libel and the extreme diffi¬ 
culty of enforcing even the existing very mild provi¬ 
sions has given rise to a number of newspapers whose 
sole object is blackmail. Nobody is safe from their 
attacks, and few people have the courage to fight them 
instead of silencing them by yielding to their black¬ 
mail. The political importance of this section of the 
Press is not very large, but unfortunately the corrup¬ 
tion of the Press is not confined to this underworld. 
Owing to the absence of adequate advertising revenue 
practically all French newspapers depend upon sub¬ 
sidies for their existence. Such subsidies are obtained 
from banks, industrial and commercial firms, from the 
Government itself, and last, but by no means least, from 
foreign Governments. 

The attitude of most Press organs is influenced by 
the amount of subsidies received. Even leading news¬ 
papers with international reputation allow themselves 
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to be influenced in matters of policy of vital importance 
by the subsidies granted to them. To give only one 
example, a Conservative French newspaper, whose 
name is a household word all over the world, concluded 
an agreement in 1923 with the Soviet Government by 
which, in return for a subsidy of 400,000 francs per 
annum, it undertook to advocate Franco-Russian 
rapprochement. After the election of 1924, however, the 
newspaper in question went into opposition, and, as M. 
Herriot was in favour of Franco-Russian rapproche¬ 
ment, the newspaper began to oppose it violently. 
Thereupon the proprietor was given to understand 
from official French quarters that unless he discon¬ 
tinued his campaign the agreement—of which the 
Ministry of Foreign Affairs received a duplicate from 
Moscow—would be published. When the author told 
this story to a well-known statesman from South-eastern 
Europe, the latter exclaimed in astonishment: “Only 
400,000 francs from Russia! Why, my little country 
pays to that paper nearly as much!” Indeed, the same 
newspaper, together with other leading newspapers, is 
known to have been subsidised by the German Govern¬ 
ment. It seems to be easy to induce French news¬ 
papers to sell their country for cash to the arch-enemy. 
Nor are they, relatively speaking, too expensive to 
buy, considering the degree of dishonesty and high 
treason involved in their part of the bargain. 

The French public is well aware of the prevalence of 
corruption in the newspaper world. For this reason the 
Press in France is hardly in a position to arouse the 
nation and to bring about a moral regeneration. In 
order to be able to purge political and financial life 
from corruption the Press will have to be purged first. 
Indeed, some of the Press organs which are at present 
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the loudest in denouncing the corruption prevailing 
among radicals have themselves a great deal to 
conceal. 

Another reason why the anti-corruption campaigns 
in various newspapers carry so little weight is because 
they use so very little discrimination. Mud-flinging has 
become a permanent practice and, as often as not, is 
directed against the innocent The opposition news¬ 
papers such as L’Action Frangaise and L’Humanite 
have used up the rich vocabulary of their disparaging 
and discrediting adjectives, superlatives, epithets, and 
invectives on minor or invented scandals, so that they 
have been unable to “do justice” to the really big 
scandals. 

The effect of corruption in political life and the Press 
has been to create an atmosphere in which a crisis when 
it occurs is apt to have an exaggerated demoralising 
effect. In itself the corruption of politicians and news¬ 
papers does not provide a direct cause for a crisis. On 
the other hand, corruption in finance, by making use of 
corruption in politics and the Press, became one of the 
most important causes of the last crisis. No country is 
free from financial scandals. In Great Britain the Hatry 
affair—to mention only one—was as bad as any of the 
financial scandals abroad. The difference was that the 
Hatry scandal was confined to the financial sphere, 
while the Oustric and the Stavisky scandals in France 
have involved prominent politicians, civil servants, 
judges, and the Press. While there are swindlers every¬ 
where, it is not in every country that they can find 
confederates in such high positions as in France. 

It is curious that while in Germany, Austria, and a 
number of other countries most financial scandals of 
importance were the outcome of inflation, in France 
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the biggest of them originated during the period of 
stability and deflation. During the inflation period the 
number of financial scandals was relatively small, and 
their extent moderate. This is worth remembering as 
an answer to the argument of deflationists who main¬ 
tain that, while inflation is demoralising, deflation 
brings forth all that is noble in human character. That 
was certainly not the experience of France. The series 
of financial scandals begotten during the deflation 
period began with the Gazette du Franc affair; this was 
followed by the Oustric-Gualino scandal in which a 
highly placed politician, whose name at one time was 
mentioned as that of the candidate for the Presidency 
of the Republic, was involved. M. Raoul Peret, like 
many other French lawyer-politicians, did not consider 
it incompatible to combine the position of Minister of 
the Republic with that of lawyer to a shady financier. 
And the Bank of France itself granted the same group 
financial support in its fight against a well-established 
banking group. 

Next on the list of scandals was the Madame Hanau 
affair with its many amusing episodes. It throws a 
strange light upon the attitude of the French authori¬ 
ties towards anyone who knows too much. 

The Stavisky scandal cast all these affairs into the 
shade. It was a scandal of immense magnitude and with 
immense consequences. It brought down two French 
Governments, nearly swept France off the gold stand¬ 
ard, and was not very far from making history. In 
issuing forged municipal bonds Stavisky merely fol¬ 
lowed in the footsteps of Hatry; where he can claim the 
merit of originality is that his bonds were placed with 
semi-official institutions on the recommendation of a 
member of the then French Government. A number of 
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Radical politicians were heavily and obviously in¬ 
volved. In spite of that the Cabinet, in true masonic 
spirit, passed a vote of confidence in them. The circum¬ 
stances of Stavisky’s alleged suicide, and of the murder 
of M. Prince, the examining magistrate in charge of the 
case, surpass anything that has ever been written in 
the vast literature of detective stories. Those who have 
followed the details of the case must admit that fact is 
sometimes stranger than fiction. The investigations of 
the scandal made little or no progress. It became known 
that in the past Stavisky had been shielded from the 
course of justice by highly placed politicians, and that 
even in connection with his final affair steps were 
taken to delay his arrest. French public opinion, al¬ 
though accustomed to financial scandals, became at 
last thoroughly aroused. Indignation at the inadequate 
progress of the investigations was increasing and was 
one of the causes of the various street riots that cul¬ 
minated in the bloodshed of February 6. 

The crise morale attained a degree without precedent. 
The French nation was seized by a feeling of utter 
demoralisation. The Stavisky scandal was regarded as 
evidence of the complete bankruptcy of the political 
and judiciary system. The prestige of the legislative 
and executive authorities, and even of the administra¬ 
tion of justice, fell to an incredibly low point. It was 
widely believed that the Stavisky scandal was only one 
of a long series of scandals which had hitherto been 
kept secret. Paris was seething with rumours about the 
impending disclosure of other wholesale frauds in 
which politicians were said to be heavily involved. It 
was whispered that the funds of savings banks had 
been invested in bad securities, and that the millions 
of depositors would suffer heavy losses. There was much 
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talk about corruption in connection with the public- 
work schemes. Indeed, the companies formed for the 
execution of these works had on their boards active 
Government officials closely associated with respon¬ 
sible Ministers. Day after day fresh names were added 
to the list of those politicians who were supposed to be 
involved in one or other of the impending scandals. 

A feeling of utter defeatism seized the French 
nation. It lost confidence in everything and everybody. 
It became an easy victim to rumour-mongers whose 
imagination found at last adequate scope. It was sug¬ 
gested that most of the milliards which were supposed 
to have been spent on the fortification of the Franco- 
German frontier had never reached their destination, 
and that in consequence the fortifications put up would 
crumble down at the first German bombardment; in¬ 
deed the story was told that it would be risky for the 
defending forces to use their heavy guns as the 
emplacements would collapse at the first shot; that 
in the gas-proof shelters they may run the risk of 
suffocation owing to the inefficiency of the system 
of ventilation. It was suggested that at least half of 
the aeroplanes of the French Air Force were hope¬ 
lessly obsolete. The demoralised public believed this 
and more. In fact such was the atmosphere that it 
was almost impossible to suggest anything bad that 
would not have found ready believers. It was said that 
defeatism had gone so far as to cause wholesale de¬ 
sertions by conscripts on the ground that “it would be 
a useless sacrifice to fight at all, considering that the 
politicians had stolen the money spent on arms and 
ammunition”; that “in the circumstances it would be 
idle to put up resistance to any enemy that might 
choose to attack France, as the defenders would be 
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simply massacred owing to inadequate equipment”. 
Desertions were said to have attained unprecedented 
dimensions, and the French Government preferred not 
to prosecute for fear of the effect of publicity at home 
and abroad. Absurd as such suggestions may appear to 
those who know that France has still the best-equipped 
army in Europe, it is understandable that amidst the 
atmosphere of corruption, and in consequence of the 
disclosures of the preceding weeks, people were in¬ 
clined to believe the worst. 

While developments in France were followed with 
anxiety in London, they caused great satisfaction in 
Berlin. German political circles realised that the trend 
of evolution in France indicated a fundamental change 
in the balance of power on the Continent. Evidently 
the power of France was declining while that of Ger¬ 
many was rising. The moment was approaching when 
Germany would be in a position to get her revenge for 
her defeat in 1918, for the Treaty of Versailles, the 
Ruhr occupation, and all that she had had to suffer 
during the period of French supremacy in Europe. 
Undoubtedly, had things been allowed to drift much 
further in France, Hitler would not have missed his 
opportunity. Fortunately for France and for the peace 
of Europe the street disturbances in Paris provided 
the shock necessary to arouse the French to a con¬ 
sciousness of the dangerous situation. Public indigna¬ 
tion swept away the ruling Radical-Socialist clique, 
which was followed by the Government of National 
Union. 

The advent of M. Doumergue did not bring the 
arise morale to an end at one stroke. The Stavisky 
affair dragged on month after month, and some of the 
disclosures, such as the names of politicians on the 
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counterfoils of Stavisky’s cheques, gave fresh cause for 
contempt for the existing political system. It is said 
that the names of not less than four members of the 
Government of National Union were found on the 
Stavisky counterfoils. At the same time M. Doumergue 
himself was above suspicion, which provided at any 
rate one fixed point in French politics upon which the 
public could rely safely. The anticipated fresh scandals 
did not materialise and the enquiries made into the 
earlier scandals discouraged corruption by increasing 
its risks. 

There has been, however, no trace of any fundamental 
change. Owing to the political truce which was the pre¬ 
liminary condition of the establishment of the Govern¬ 
ment of National Union it was impossible to carry out 
the necessary purging of political life of its corrupt 
elements. It is true, the Radical-Socialist party has 
ceased to back up some of the worst offenders who 
were heavily compromised in the Stavisky affair. But 
it has continued to shelter others; nor is there any 
visible sign of a purging of the Grand Orient, which 
continues to occupy an influential position in French 
politics and public administration. Notwithstanding 
the political truce, mud-flinging between the opponents 
has continued, though perhaps with less vigour. 

From the acute state of the crise morale France has 
recovered to some extent; it continues, however, as a 
chronic disease, and there is every reason to fear that 
very little would be needed to bring about a relapse 
with fatal consequences. 



CHAPTER IX 


THE INTERNAL POLITICAL CRISIS 

According to a saying that has been repeated to 
boredom, in England politics are governed by economic 
considerations, while in France economic matters are 
governed by politics. As is usually the case when an 
attempt is made to simplify into a brief formula 
matters that are in reality highly complicated, this 
saying is only a half-truth. In reality in France the 
economic factor plays a very important part in politics. 
It is true that, owing to the constitutional system of 
France, there is more scope for party intrigues and 
political manoeuvring than in England. It would be a 
mistake, however, to believe that economic considera¬ 
tions are entirely and always in the background in 
French politics. 

The root of the trouble in French politics is the 
weakness of the executive as against the legislative 
power. The Parliamentary democratic system shows 
itself, indeed, at its very worst in France. Owing to 
the existence of many parties, no party can ever 
get a clear majority. Owing to the absence of the 
right of Prime Ministers to dissolve Parliament, and 
to the existence of a right for private members to 
initiate financial bills, Cabinets are always at the mercy 
of back-benchers. There is no such thing as party 
discipline, and a great deal of the time of Prime Minis¬ 
ters is taken up in countering incessant intrigues 

amongst their own supporters. There is a multitude of 
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parties, and every Government is necessarily a coalition 
Government, which fact in itself implies unsteadiness 
and uncertainty in internal politics. There are frequent 
changes of Government, and the personnel of the 
Cabinet is often re-shuffled, so as to satisfy ambitions 
that might become dangerous to the Government if left 
unsatisfied. Intrigue and disloyalty in French party 
politics is at a premium and is rewarded by seats in the 
Cabinet. 

As for the electorate it is more or less similar to other 
electorates in democratic countries. It is unintelligent, 
easily influenced by promises, and undependable. At 
the same time, when it comes to fundamental issues, 
the electorate is often right, even though sometimes 
for the wrong reason. The French electorate was right 
in 1924 in defeating M. Poincare’s Ruhr policy; it was 
equally right in 1932 in defeating the uncompromising 
foreign policy of the Tardieu-Laval group. It will be 
equally right in 1935, when it will, presumably, destroy 
the Radical-Socialist-Grand Orient combination. 

Nor is the French electorate as ignorant or as selfish 
as French politicians usually assume. When early in 
1932 M. Laval refused to make concessions in regard 
to reparations for fear of the electorate, the general 
election in May proved that he had misjudged com¬ 
pletely the French public, which possesses more common 
sense than its politicians. It is unfortunate that under 
the existing constitutional system intelligent and well- 
meaning Prime Ministers have no chance to obtain the 
endorsement of their policy by the electorate at critical 
moments. For this reason Government and Parliament 
get at times hopelessly out of touch with public 
opinion, and the national will can only express itself 
in street riots. 
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It is sometimes suggested that in France inflation 
was responsible for political instability between 1919 
and 1926. In reality there seems to be little connection 
between the two. The only stable Government during 
the inflation period was that of M. Poincare, between 
1921 and 1924—an unusually long period to be in 
office in France. He was defeated at the general election 
notwithstanding the fact that he made a serious at¬ 
tempt at deflation by doubling the exchange value of 
the franc in March 1924. After him there followed two 
years of reckless inflation which, admittedly, coincided 
with political instability. It is impossible to say whether 
the political instability of the Herriot-Caillaux regime 
was mainly the effect or mainly the cause of the 
instability of the franc. It is true that the financial 
crisis caused the failure of several Cabinets. On the 
other hand, the conflict between Chamber and Senate 
was one of the major causes of the financial crisis. 

There followed a period of political and financial sta¬ 
bility between 1926 and 1931. It would be a mistake to 
attribute political stability under M. Poincare’s second 
tenure of office and under his immediate successor to 
the influence of the deflationary factor. Political stabil¬ 
ity was largely the result of the prosperity achieved by 
the under-valuation of the franc, which itself was an 
essentially inflationary act. As soon as the effect of this 
act had worn away, France’s political and financial 
troubles returned. Indeed, the period of 1932 to 1934, 
though financially more stable than that of 1924 to 
1926, was politically much less stable. During both 
periods there were an amazing number of Cabinet 
crises, and towards the end of both periods constitu¬ 
tional methods were supplemented by the influence of 
the street. The demonstrations of 1926 were, however, 
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insignificant compared with, the riots of 1934. On both 
occasions, sections of the French public protested 
against the inefficient handling of financial problems by 
Government and Parliament. While in 1926 the militant 
opposition consisted of the extreme Right and the ex¬ 
treme Left only, in 1934 it was fairly representative of 
the French public as a whole. The theory put forward 
by deflationists that the street disturbances of 1934 con¬ 
stituted a protest against a possible depreciation of the 
franc cannot be accepted. While certain sectional in¬ 
terests that would be affected by the devaluation of the 
franc would undoubtedly have made violent protests, 
there is no reason to think that the French public as a 
whole felt sufficiently strongly about it to manifest its 
opposition by street riots. 

One of the causes of political stability between 1921 
to 1924, and between 1926 and 1928, was M. Poincare’s 
personal prestige. On both occasions instability returned 
after his departure. While from 1924 to 1926 instability 
was partly due to the financial difficulties caused by 
inflation, from 1932 to 1934 it was largely due to dis¬ 
content caused by the economic crisis, which was a 
result of deflation. On both occasions the incapacity of 
the Government in office to control the situation was 
one of the main causes of discontent leading to political 
instability. In 1932 to 1934 this incapacity manifested 
itself in a hopelessly unbalanced Budget and a depleted 
Treasury. As deflation was the main cause of budgetary 
and Treasury difficulties the political crisis may safely 
be regarded as of deflationary origin. The necessity for 
unpopular budgetary economies which had been the 
stumbling-block of a number of French Governments 
was in itself the result of a deflationary monetary 
policy. 
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It is extremely difficult to compare the political 
significance of discontent caused among classes with 
fixed incomes by a depreciation of the currency with 
the discontent caused by deflationary cuts among the 
wage- and salary-earning classes. As a result of a com¬ 
parison of 1926 with 1934 it seems that deflation might 
become more dangerous to political stability than 
inflation, especially if the latter remained within rela¬ 
tively moderate limits. The effect of the depreciation of 
the franc upon the cost of living was gradual, and the 
connection between the Government’s monetary policy 
and the welfare of the masses was very vague and 
indistinct. Few wage-earners grasped the connection 
between the increase in Treasury borrowing from the 
Bank of France and the rise in retail prices that followed 
many months later. While la vie chere caused general 
discontent, and the Government was blamed—as is 
usual when something goes wrong—its responsibility in 
the matter was not clearly traceable. On the other hand, 
the immediate hardships caused by a deflationary 
monetary policy are unmistakably the direct effect of 
the Government’s actions. Indeed, far from denying its 
guilt, the Government declared a reduction of costs to 
be the basis of its policy. The working classes inevitably 
realise that the Government is directly responsible for 
the wages cuts they have to put up with. 

It is true that in France the relative political im¬ 
portance of the working classes is less than in Great 
Britain and other countries. The rentier classes con¬ 
stitute a political factor of first-rate importance. While 
deflation antagonises the working classes it distinctly 
favours rentiers, who, in turn, are driven into opposi¬ 
tion by an inflationary monetary policy. But if the 
choice lies between causing discontent among rentiers 
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or among the working classes, it is advisable from the 
point of view of political stability to choose the first 
alternative. There is much less likelihood that the 
rentiers will express their discontent by coming out on 
the streets. 

During the inflation period the working classes were 
placated by frequent rises in wages. For this reason, 
and in spite of the discontent of rentiers, disturbances 
in 1926 were much milder than in 1934, when increas¬ 
ing unemployment and economies brought about by a 
deflationary policy aroused violent hostility among the 
classes concerned. 

When in 1928 M. Poincare deliberately under-valued 
the franc, thus sacrificing the interests of rentiers, the 
discontent caused manifested itself in a few formal 
protests by the organisations that represented holders 
of Government bonds and other classes affected by the 
measure. Had the working classes been victimised to 
the same extent blood would have flown in torrents in 
the streets of Paris. 

The economic factor was not by any means the only 
cause of the disturbances of January and February 
1934. We have seen in the last two chapters the part 
that psychological and moral factors played in it. At 
the same time discontent on economic grounds on the 
part of the classes which are in the best position to 
make themselves felt in the street was of predominant 
importance. During a period of prosperity Parliament¬ 
ary deadlock and financial scandals would not in 
themselves have given rise to the clash of February 6. 
The deflationary policy was subconsciously responsible 
for the feelings which found expression in the violent 
attempt to overthrow the Government. 

The establishment of M. Doumergue’s Cabinet was 
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followed by a political truce which, for the time being, 
brought the internal political crisis to a standstill. The 
improvement, however, is no more fundamental than 
that in the budgetary and Treasury situation or than 
the abatement of the arise de confiance and crise morale. 
It has undoubtedly been a great achievement to main¬ 
tain the truce for several months, and to obtain Parlia¬ 
ment’s approval for extremely unpopular measures. It 
would be unduly optimistic to imagine, however, that 
this truce can go on much longer. Its foundations are 
much less solid than those of M. Poincare’s Govern¬ 
ment of National Union of 1926. It will be inevitable, 
in order to consolidate the internal political situation, 
to introduce constitutional reforms aimed at remedy¬ 
ing the weakness of the executive power. Such reforms 
are likely to be opposed to the utmost by some of the 
parties which are at present collaborating with M. 
Doumergue. Nor would such constitutional reforms be 
sufficient in themselves. France is likely to experience 
political troubles, irrespective of any changes in her 
constitutional system, owing to prolonged and aggra¬ 
vated economic and financial difficulties. So long as the 
over-valuation of the franc constitutes an obstacle to 
economic recovery the political horizon will remain 
gloomy. It is only through measures that would restore 
prosperity and facilitate the solution of the budgetary 
problem that there can be a lasting improvement in the 
internal political situation of France. 



CHAPTER X 


THE INTERNATIONAL POLITICAL CRISIS 

France’s crisis has not been due solely to internal 
troubles. In addition to the financial, economic, and 
political difficulties she has had to cope with in the 
domestic field, she has been confronted with the dis¬ 
turbing influence of an international situation of in¬ 
creasing gravity. In the economic sphere she is ex¬ 
posed to the repercussions of an aggravation of the 
world depression, and also to those of any recovery 
achieved as a consequence of a further depreciation of 
sterling and dollar. In the sphere of international 
politics she is faced with the menace of Germany’s 
boundless ambitions under her present regime. It is 
with this latter aspect of France’s crisis that we pro¬ 
pose to deal in the present chapter. 

The fatal errors of the Allied statesmen of Versailles 
were the origin of most of the troubles, economic and 
political, from which the world has been suffering 
during the past fifteen years. Admittedly the political 
provisions of the Peace Treaty were relatively mild 
considering the bitterness with which the war had been 
fought, the behaviour of the German armies of occupa¬ 
tion, and the completeness of Germany’s defeat. The 
unity of the German Reich was preserved, and the 
territorial losses inflicted on her were relatively small. 
The moderation of the political clauses was, however, 
more than outweighed by the Draconian severity of 
the financial clauses. Germany was compelled to under- 
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take by the Treaty of Versailles, and by subsequent 
agreements, to pay an amount in reparations which 
was obviously many times in excess of her utmost 
capacity. It must have been evident to the French 
statesmen responsible for the treaties that Germany 
would never be able to pay anything like the amount 
demanded of her. It must have been equally evident 
that, if such exorbitant claims were maintained against 
Germany, the financial burden would cripple her for 
generations. This is exactly why the financial clauses 
were devised. Short-sighted French politicians imag¬ 
ined that in doing so they had secured France against 
another German aggression. They did not realise that 
the problem of reparations would become the source 
of endless economic and financial trouble throughout 
the world, and that the spirit generated by this method 
in Germany would become a grave danger to inter¬ 
national peace. 

The policy of Versailles culminated in the Ruhr 
adventure of 1923-1924. On the flimsy pretext that 
through the non-delivery of telegraph-posts Germany 
had committed an act of default, M. Poincare ordered 
his troops to occupy the most important industrial dis¬ 
trict of Germany. The result was the collapse of the 
mark, the crisis of the franc, and the defeat of M. 
Poincare at the general election. His successors pursued 
a more moderate course in the political field. The Ruhr 
was evacuated and the Locarno Pact concluded. The 
reparation policy of France remained, however, un¬ 
changed. The Dawes Plan fixed the “definite” figure 
of reparations at an absurd level, and five years later 
the Young Plan made the same mistake. More than 
ten years after the conclusion of the Peace Treaty 
France was as stubborn as ever in insisting on 
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the payment of amounts in excess of Germany’s 
capacity. 

Nor was the reparations policy the only mistake 
made by France in the sphere of foreign policy after 
the war. After the stabilisation of the franc she ac¬ 
cumulated huge resources and made use of her newly 
acquired financial power for political ends. The work 
and methods of her financial diplomacy are described 
in detail in the author’s earlier books, Behind the 
Scenes of International Finance and Finance and 
Politics. In those books the author criticised French 
endeavours to achieve political hegemony by the aid 
of financial weapons. Although since the publication 
of these books the author’s sympathy has turned to¬ 
wards France in consequence of developments both 
in France and Germany, he sees no reason to alter 
any of the criticisms he expressed three years ago. 
The policy then pursued by the French Government 
was short-sighted. In addition to causing much trouble 
to the whole of Europe France herself has had to 
suffer for it. French “political finance” has had a con¬ 
siderable share in the responsibility for the economic 
crisis. From a political point of view its result was 
that France became practically isolated. Her aggressive 
attitude in the sphere of international finance was 
largely responsible for alienating the sympathy of 
British public opinion. The short-sighted policy of 
taking advantage of the crisis to advance political 
ends produced no lasting results. This was realised by 
the French nation before it was realised by its rulers. 
At the election of 1932 the uncompromising attitude of 
M. Tardieu was defeated. 

The Lausanne Agreement in June 1932 marked the 
beginning of a new era. For the first time France agreed 
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to the reduction of reparations to a reasonable amount. 
As a result of this conciliatory gesture the British 
attitude towards France underwent a complete change. 
Unfortunately the concession made by France came 
too late to change the course of events in Germany. In 
May 1932 the extreme Nationalist Government of 
Herr von Papen came into power, and eight months 
later Herr Hitler was appointed Chancellor of the 
Reich. Germany, instead of appreciating the immense 
concession made by France in practically waiving 
reparations, responded by adopting a dangerously 
aggressive foreign policy. Since the advent of the 
National Socialist regime Germany has been re-arming 
openly and in great haste. 

The German menace has had the effect of improving 
Franco-Italian and Franco-Russian relations, in addi¬ 
tion to restoring the entente between London and Paris. 
On the other hand, the lukewarm attitude of the 
Radical-Socialist regime towards Poland has resulted 
in the loss of the Franco-Polish alliance, while the 
improvement of Franco-Italian relations has resulted 
in the rapprochement of Yugo-Slavia to Germany. 
In the Far East the anti-Japanese attitude of the 
United States and its endorsement by the western 
European Powers threatens to drive Japan into the 
arms of Germany as the only possible ally. 

Twenty years after 1914 the world is thus back 
again where it was before the war. The old method of 
alliances appears to have been resorted to, and the 
menace of another war, if not actually imminent, is 
evidently only a question of years. The determination 
of Hitler to include all the 85,000,000 German-speaking 
inhabitants of Europe within the frontiers of the 
Reich constitutes a permanent menace to all the 
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neighbouring countries. Although from time to time 
he emphasises his peaceful attitude, his actions in 
Austria and elsewhere belie his words. Germany to-day 
is a greater danger to Europe than she was twenty 
years ago. The amazingly efficient military organisa¬ 
tion, with the aid of which she was able to defy the 
whole world for four years, was largely destroyed, it 
is true, after the war. It could be, however, recon¬ 
structed within a few years, and supplemented with 
all the mechanical and chemical devices of modem 
warfare. Thanks to the strength and efficiency of her 
mechanical and chemical industries, she is in a position 
to re-arm rapidly. 

Above all, Germany to-day is animated by a fanati¬ 
cism such as has not been seen since Islam swept over 
the Mediterranean countries many centuries ago. In 
1914 Germany was a highly efficient military machine, 
ready to obey blindly the orders of its leader. Within 
a few years Germany will be once more a military 
machine, more efficient and more deadly than in 1914, 
which will follow its leader’s instructions not only with 
blind obedience but with wild enthusiasm. 

In 1933 France might have been in a position to 
achieve security by preventative war. To-day it is 
already too late, as armament in Germany has attained 
a degree sufficient to enable her to resist. To-morrow 
she will be strong enough to take the offensive. In 
face of this danger France shows every sign of 
war-weariness, and is gravely handicapped by the 
orthodox financial policy she pursues. It is essential 
to realise that the financial factor plays a very im¬ 
portant part in determining the balance of political 
power. During the inflation period France was at the 
height of her political and military strength. She was 
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determined to maintain her full military strength in 
spite of the disarmament of Germany. Notwithstand¬ 
ing the unfavourable budgetary situation, there was 
always money available for the purposes of national 
defence. Military expenditure undoubtedly accentu¬ 
ated the inflation which was taking place in any case. 
Had France disarmed to the utmost limit after the 
war it would not have prevented inflation, though the 
degree of inflation would have been smaller. As it was, 
considerations of monetary policy were not allowed to 
curtail the requirements of national defence. 

During the period of stability, between 1926 and 
1931, France retained her political and military 
power. Thanks to the under-valuation of the franc, 
which reduced the burden of the public debt and 
created a period of prosperity, there were ample 
budgetary resources available for armament and for 
the completion of fortifications of the eastern frontier. 
Military expenditure did not endanger the stability of 
the franc, which was above suspicion. 

During the period of deflation, however, the position 
of France in the sphere of international politics 
weakened materially in consequence of financial 
considerations. Without actually disarming to any 
degree, France had to go more carefully with her 
military expenditure. It is believed that, as a result, 
some of her military equipment and installations were 
allowed to become antiquated. The degree to which 
deflation weakened France’s actual military strength 
was, however, probably only moderate. Notwithstand¬ 
ing this, her relative political power was weakened by 
the same factor to a considerable extent. 

Ever since 1914, and until 1931, the world in general, 
and Germany in particular, was aware that the French 
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Government was prepared to spend almost unlimited 
amounts for the requirements of national defence. 
Before 1931 Germany would not have dreamt of 
challenging France to an armament race, because she 
realised that, owing to the superior financial resources 
at the disposal of the French armed forces, she would 
be at a heavy disadvantage. To-day the situation is 
totally different. The deflationary monetary policy 
pursued by France has dried up the financial resources 
available for an armament race. The French Budget 
and the French Treasury simply could not stand the 
burden of additional milliards of expenditure on 
armaments. Given the fact that the French Govern¬ 
ment is determined to maintain the franc at its present 
parities, France is heavily handicapped in the arma¬ 
ment race which is now taking place. As a result her 
political power and prestige have inevitably suffered. 
It is highly doubtful whether Germany would have 
dared to defy her, as she did on various occasions last 
year, if French forces were still backed by unlimited 
financial resources. 

Admittedly M. Germain Martin, the Finance 
Minister, has declared that should he be called upon 
to provide additional funds for national defence 
the money will be provided not out of normal 
budgetary resources but by means of loan operations. 
He added that this was the case in 1913. The difference 
between 1913 and 1934 is that while before the war 
the French Government was in a position to borrow 
from French investors an almost unlimited amount, 
to-day this is no longer the case. The Treasury will 
find it difficult enough to provide for the renewal of 
maturing loans in addition to meeting the deficit of 
the Budget. If it is called upon to supply additional 
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milliards for armament the amount of its loan opera¬ 
tions may go beyond the absorbing capacity of the 
market. As it is, the terms on which the Government 
can borrow are very onerous. If the deficit is increased 
as a result of heavy military expenditure, a stage 
may easily be reached when the funds will become 
unobtainable except on terms so unfavourable as to 
generate panic. 

In spite of the fact that the French Government is 
at present prepared deliberately to unbalance the 
Budget for the sake of national security, and to cover 
the deficit by borrowing, before very long France will 
be confronted with the dilemma of either sacrificing 
the franc or exposing herself to the danger of 
invasion. It is possible that the fanatic adherents of 
monetary orthodoxy will be sufficiently influential to 
delay urgent armament expenditure in order to avoid 
jeopardising the stability of the franc. 

The decline of France’s military and political 
prestige since 1931 shows much similarity to the de¬ 
cline of Great Britain’s military and political prestige 
before 1931. In order to maintain the pound at its old 
parities, armament expenditure in Great Britain had 
to be reduced at all cost. With the public debt and 
taxation at an almost unbearably high level, it was 
simply unthinkable that British military expenditure 
should be increased. The world was well aware of this 
self-imposed handicap, and consequently the word of 
Great Britain carried too little weight in international 
councils. Since the suspension of the gold standard and 
the depreciation of the pound, however, the British 
Budget has regained a certain degree of elasticity. 
Before 1931 an increase of armament expenditure 
would have meant the menace of the collapse of 
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sterling which the Government was determined to 
avoid. To-day it would only mean a further deprecia¬ 
tion, which would not be altogether unwelcome. While 
it is unthinkable that, even in the changed situation, 
the British Government should indulge in heavy 
armament expenditure unless it became inevitable 
for the security of the nation, the removal of the self- 
imposed handicap of budgeting inelastically has already 
increased Great Britain’s actual prestige and potential 
power to no slight degree. 

France, on the other hand, continues to work under 
the disadvantage of a self-imposed handicap in the 
form of a deflationary monetary policy. The chances 
are that deflation will have to continue if the Govern¬ 
ment wants to maintain the franc at its present level. 
This will mean an increase in her handicap just at a 
time when the armament race will be entering its 
vital stages. 

It may be objected that if France is handicapped by 
the efforts of maintaining the stability of her currency 
so is Germany, considering that her Government, too, 
is determined to maintain the reichsmark at its present 
parities. The answer is that while France is pursuing 
rigidly orthodox methods in the defence of her cur¬ 
rency Germany is applying a variety of subtle and 
ingenious devices by which the appearance of stable 
currency can be maintained, although considerable 
latitude is left for inflationary experiments. Germany 
has, indeed, solved the apparently impossible problem 
of eating her cake and keeping it. In his recent book, 
Germany's Default: The Economics of Hitlerism, the 
author described in detail these methods. In addition 
to setting up a highly involved system of differential 
currencies Germany has economically isolated herself 
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to a great extent, so that she is able to maintain her 
currency nominally at par notwithstanding the in¬ 
ternal inflation necessitated by re-armament. Thanks 
to this artificial system Germany can re-arm to a high 
degree with impunity, while the straightforward and 
orthodox economic and financial system of France 
does not allow of similar experiments. 

The relative weakness of France encourages Ger¬ 
many in her hopes and ambitions, and will contribute 
therefore to develop the crisis in international politics. 
Possibly it may assume the form of war scares during 
the next few years such as we experienced from time 
to time before 1914. The chances are that, sooner or 
later, France’s statesmen will realise the gravity of 
the situation and will decide to remove the self-im¬ 
posed handicap of a deflationary monetary policy. 
The danger is that they will not act until it is too 
late. 



CHAPTER XI 


THE CRISIS OF THE FRANC 

Wherever we look, the trend of developments in 
every direction points inexorably towards an ultimate 
depreciation of the franc. The abandonment of the 
parity which has been maintained since 1928 is 
merely a question of time. This is so because main¬ 
tenance of the franc at its present level must tend to 
increase difficulties in the financial, economic, and 
political spheres, and these difficulties will themselves 
set forces in motion that will undermine the stability 
of the franc. It is customary to discriminate between 
the circumstances which are likely to make it desirable 
for the French Government to decide upon a de¬ 
valuation and those which may make it technically 
impossible to maintain the franc at its present level. 
There is, however, no rigid line of discrimination be¬ 
tween them. The factors which tend to weaken the 
technical position of the franc also tend to arouse 
political opposition to its maintenance at the present 
parity. Conversely, the factors which make it politic¬ 
ally desirable to decide in favour of a devaluation tend 
to set influences in motion which weaken the technical 
position. 

We have seen in Chapter II. that the difficulties of 
balancing the Budget constitute a strong factor tend¬ 
ing to weaken the technical resistance of the franc. At 
the same time the temptation to solve the budgetary 
problem by pursuing a policy of devaluation is also 
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likely to play an important part in determining the 
fate of the franc in the long run. The same may be said 
to hold good of the Treasury’s cash position, dealt with 
in Chapter III. In Chapter IV. we pointed out 
that any renewal of banking troubles, through an 
aggravation of the economic crisis, would set in motion 
tendencies working towards a devaluation of the franc; 
if the Government has to support the banks it will 
have to inflate, and if it should withhold support the 
psychological effect of bank failures would produce 
even stronger results than inflation itself. In Chapter 
V. we described the vicious circle of deflation and trade 
depression by which efforts to save the franc at the 
cost of sacrificing trade must ultimately defeat their 
own object. In Chapter VII. we indicated the likeli¬ 
hood that a crise de confiance might sweep the franc 
off its present parity; it could do so either by weaken¬ 
ing the technical position of the franc or by weakening 
the political resistance of devaluation. The same can 
be said of the crise morale which was described in 
Chapter VIII. There are in fact many ways by which 
devaluation may force itself on France—many patterns 
for the final drama. 

In a recent speech made before the Chamber of 
Deputies M. Paul Keynaud declared that the French 
Government was confronted with the alternative of 
deflating or devaluing. In reality the rulers of France 
are confronted with a series of dilemmas. As further 
deflation is bound to increase the relative burden of 
public debt, a stage may be reached when the Budget 
can only be balanced by a default on the National 
Debt. When every possibility for raising revenue and 
reducing the elastic items of public expenditure has 
been exhausted, and the Budget is still unbalanced, 
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there will be no way out to those who determined to 
maintain the franc, except to resort to partial default 
or forced conversion. The difficulties of the Treasury 
may confront France with a similar dilemma. A stage 
may be reached at which maturities can only be met 
by inflation, and the alternative would be to fail to 
meet maturities. Again, a renewal of the banking crisis 
may confront the Government with the choice of 
abandoning the gold standard in order to help the 
banks or of allowing the banks to fail. In the economic 
sphere the Government’s dilemma consists of choosing 
between accentuated trade depression or devaluation. 
In the sphere of internal politics a situation may easily 
arise when the Government has to choose between 
grave disturbances or the maintenance of political and 
industrial peace by means of devaluation. Finally, the 
Government looks like having to choose, sooner or 
later, between devaluation and disarmament. 

The opponents of devaluation maintain that the 
technical position of the franc is unassailable. But in 
reality its strength may be undermined by a number 
of factors. The fact that the franc withstood the crisis 
of 1933-1934 does not necessarily mean that it is 
beyond danger. Even the 80 per cent gold reserve is 
no safeguard against the destructive forces which may 
reappear at any moment. 

From the point of view of France the technical 
strength of the franc may be considered a misfortune 
in disguise. It will tempt the Government to swim 
against the tide for some time to come. If the 
technical position of the franc were weak, nature 
would be allowed to take its course. As it is, France 
is likely to resist to the utmost the adoption of the 
solution in which her salvation lies. 
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The only hope for France lies in the success of 
President Roosevelt’s experiments. If he is able to 
raise world prices without resorting to a further de¬ 
valuation of the dollar, the over-valuation of the franc 
would automatically cease, and its maintenance at its 
present parities would no longer be difficult and costly. 
Yet French economists and statesmen seem to have 
failed to realise that President Roosevelt is in reality 
fighting their battle at the same time as trying to 
work out his own salvation. They criticise him, attack 
him, and abuse him day after day, and delight in the 
failure of his successive efforts. They are unaware that 
his failure would destroy their last hope of maintaining 
the franc at its present parities. For if he is unable to 
bring about a rise in prices on the basis of the present 
gold value of the dollar he will sooner or later resort 
to a second devaluation. It is certain that sterling, and 
all the currencies in the sterling group, would follow 
the fresh depreciation of the dollar. To some extent 
this would result in a rise in prices in the sterling-dollar 
area. The other side of the picture would be a further 
fall in prices within the gold group. The financial, 
economic, and political difficulties of the gold countries 
would be accentuated, and their position become un¬ 
tenable. Other members of the gold group may not be 
able to display the same resistance as France. The 
Swiss franc is vulnerable because of the large amount 
of foreign deposits in Switzerland, while the Dutch 
guilder may break down owing to the dependence of 
Holland upon her export trade. If only one of the gold 
currencies collapses under the increased pressure it would 
have a fatal effect upon the whole group. The flight from 
the remaining gold currencies would be accentuated, 
and sooner or later all of them would have to yield. 
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France continues to hope against hope that the 
British and American Governments may, after all, be 
persuaded to stabilise their currencies at their present 
level. Such a possibility must, however, be regarded 
as extremely remote. President Roosevelt is too astute 
a politician to relinquish the means by which he may 
yet save his popularity. It would be equivalent to 
political suicide for him to abandon his only effective 
weapon for raising prices, in order to win the goodwill 
of France and a few other European countries. Nor 
is the British Government prepared to undertake the 
gamble of stabilising at the present stage. 

Even if the impossible were to happen and both 
British and United States Governments were to agree 
to forgo any future depreciation of their currencies, it 
would be unlikely in the long run to save the franc. 
If all currencies were to be stabilised in the vicinity 
of their present levels the author believes that the 
franc would still be doomed. France would then have 
to struggle with an over-valued currency. It would be 
several years before her wholesale prices could be ad¬ 
justed to the world-level, and decades before her cost 
of living could be scaled down sufficiently to make 
France a reasonably cheap country to live in. It is 
most unlikely that she would be able to stand the 
strain until the slow process of readjustment was 
complete. One or other of the many factors affected 
by the over-valuation of the franc would sooner or 
later provoke a fresh crisis and compel France eventu¬ 
ally to devalue. Or, conceivably, before the crisis 
would relieve her of the burden of an over-valued 
currency Germany would take advantage of her 
troubles and cut the Gordian knot with a stroke of 
her sword. 



110 France’s crisis oh. 

To the author the choice of the French Government 
does not seem to lie between maintaining the franc 
at the cost of immense sacrifices or devaluing it, but 
between devaluing it in the near or in the more 
distant future. The immense sacrifices that would be 
necessary to maintain the franc would only postpone 
devaluation by a few years at the most. Is the result 
worth the sacrifices? The sooner the French make up 
their mind about it the better. If they must devalue, 
would it not be wiser to do so before the nation’s 
energies and resources have been used up in a hopeless 
struggle? 

Devaluation would put an end to the crisis of the 
franc at one stroke. It would strengthen the eco¬ 
nomic basis of the franc and also its technical position. 
It would effectually assist in the solution of the 
budgetary problem and would solve the difficulties of 
the Treasury. It would revive home and export trade 
and restore tourist traffic. It would relieve the internal 
political tension and enable France to face the prob¬ 
lems of international politics. Indeed there is every 
reason for the French Government to devalue, and it 
is difficult to find sufficiently weighty reasons against 
devaluation to offset the overwhelming weight of argu¬ 
ments in its favour. 

We do not seek to minimise the sentimental and 
other reasons for which France clings pathetically to 
the present parities of the franc. It would be contrary 
to the mentality of the nation deliberately to de¬ 
preciate its currency. It would inflict hardship on the 
vast rentier classes which were already victimised in 
1928 by the choice of an unduly low stabilisation rate. 
Social, moral, and humane considerations can be in¬ 
voked against the devaluation of the franc for the 
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second time within one decade. The answer to all these 
arguments is that there is no choice. The hardships, 
injustices, and disadvantages that inevitably accom¬ 
pany devaluation will take place sooner or later, and 
their postponement would not be worth the imm ense 
sacrifices it would necessitate. 

Admittedly we have been brought up in the belief 
that stability in relation to gold is the highest virtue 
a currency can possess. Until recently the idea that it 
is the highest duty of a Government to do its utmost 
to maintain its currency at its existing parity was 
universally accepted. The events of the last few 
years have modified, however, the general conception. 
Notwithstanding this we cannot help admiring, in a 
way, those who continue to worship the discarded 
idols. 

The present position of the franc is in many ways 
similar to that of the pound in 1931. It contains, 
indeed, all the elements of the classical tragedy. In 
themselves the efforts to maintain its stability at all 
costs are inspired by noble motives. They are doomed 
to fail, however, because they fatally conflict with 
supreme forces and interests. From a sentimental 
point of view everybody should hope against hope 
that the gallant fight of the franc may end in victory. 
From a rational point of view, however, we have to 
wish that its hopeless fight may soon be over; for the 
longer it resists the more tragic its inevitable defeat 
will be. 



CHAPTER XII 


prance’s crisis 

Specialists in most subjects are inclined to ex¬ 
aggerate the relative importance of their particular 
line. This is only natural, for, consciously or otherwise, 
they must try to justify before themselves and the 
world the choice of their subject. They usually reach 
a stage when they are incapable of seeing things except 
from the view-point of their special subject. Currency 
experts are amongst the worst offenders in this re¬ 
spect. They believe that everything depends upon 
monetary policy. The author is anxious to avoid falling 
into this error. Throughout the previous chapters he 
has endeavoured to prove that there are a large 
number of factors upon which monetary policy itself 
depends, so that, instead of being the master of the 
universe it is itself being ruled by a variety of strong 
forces. It may be successful for a period in defying 
its masters, but sooner or later they will assert their 
authority. This was the case of Great Britain, where 
the attempt of monetary policy to defy fundamental 
factors suffered a defeat in 1931. This will be the case 
of France, where the obstinate effort to maintain the 
franc at an unnatural level will suffer a defeat in the 
course of time. 

The scope of this book is not restricted to dealing 
with the franc in its role as an active or passive 
factor in the destinies of France. Our object is not 

merely to indicate the tragedy of the franc but the 
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tragedy of France as a whole. There is, indeed, much 
more at stake than the stability of the franc. Much 
more is needed to solve the problems of France than 
mere devaluation. Although the author has done his 
utmost, throughout ten chapters, to emphasise the 
necessity for devaluation, he is anxious that his attitude 
towards the problem should not convey the impression 
that he believes that in devaluing France would solve 
her fundamental problems. Those problems cannot be 
solved unless the franc is devalued, but mere de¬ 
valuation in itself will not solve them. 

What France needs is complete political and moral 
regeneration. She needs a change as fundamental as 
the change brought about by the French revolution 
of 1789. Minor constitutional reforms would be mere 
palliatives and would not solve the fundamental 
trouble. What is needed is a shock that would shake 
the French nation to its foundations. France must 
realise that she is approaching the most critical phase 
in her history, and that her crisis is approaching its 
climax. She must be made aware that her very exist¬ 
ence is at stake. Nothing short of fundamental re¬ 
generation can save her. She must realise the extreme 
urgency of a great national awakening. 

The historical struggle for supremacy between the 
French and German nations has assumed a totally 
different aspect since the advent of the National 
Socialist regime in Germany. The bone of contention 
is no longer Alsace-Lorraine, nor even the leadership 
of continental Europe. The newly reorganised Reich 
is moved by a boundless ambition which can only be 
satisfied by the actual conquest of the whole of Europe. 
Prompted by a fanatical belief in the superiority of the 
Teutonic race, Herr Hitler’s Germany is gathering 

i 
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strength to break all resistance to her supremacy. 
The inclusion of all the 85,000,000 Germans living in 
various countries within her borders would only be a 
first step. It would merely whet her appetite for further 
conquests. 

The clash between Germany and France is merely a 
question of years. This is realised in France. What is 
not adequately realised is that France is at a grave 
disadvantage which is likely to increase in the course 
of the coming years. Behind the Chinese walls of her 
eastern fortifications, and in possession of the strongest 
standing army and air force in the world, France con¬ 
siders herself safe so long as these advantages can be 
retained. 

In reality Time is working inexorably against her. 
For she is not mechanically minded in an increasingly 
mechanised age. She is inefficient in an age of in¬ 
creasing efficiency. She is ultra-individualistic in an 
age of increasing planning and standardisation. 

It is beyond doubt that we are only at the beginning 
of the age of mechanisation. The machine will play an 
increasingly important role in many aspects of our life, 
and the role of man will be gradually reduced to the 
control and supervision of the machine. The pro¬ 
sperity and strength of the nations will largely depend 
upon the extent to which they can make use of the 
mechanical forces at their disposal. This depends on 
three factors: 

(1) Whether the nation is sufficiently mechanically 
minded to cope with the changed system. 

(2) Whether the nation is sufficiently efficient to 
organise and manage a highly involved system. 

(3) Whether the economic and social organisation 
of the nation is suitable for obtaining the maxi- 
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mum of advantages mechanical inventions can 
offer. 

Unfortunately for France, and for mankind as a 
whole, the French nation is at a disadvantage in 
respect of these three requirements. The French are 
not as mechanically minded as either the Germans or 
the Anglo-Saxons. This inferiority is partly a matter 
of nerves and temperament, and to that extent it is 
difficult to cure. The frequency of railway accidents 
in France is a characteristic manifestation of this 
inferiority, the disadvantage of which will become mag¬ 
nified with the growing importance of machinery. Nor 
are the French efficient organisers. The more things 
become complicated as a result of mechanisation the 
more this disadvantage will make itself felt. The most 
important handicap from which France is suffering in 
the international contest is, however, her excessive 
individualism. In order to benefit adequately by the 
progress of mechanisation and efficient organisation 
it is necessary for the nations to sacrifice a large part of 
their individualism. Production, distribution, and, to 
some degree, even consumption, will have to be subject 
to planning and standardisation. Some nations have 
already willingly submitted to this new tendency, 
while others are still struggling against it. In Russia, 
and to a lesser degree in Italy and Germany, economic 
planning has been adopted as the declared object of 
the political regime. In Great Britain and the United 
States the same evolution is taking place in a less 
spectacular fashion. France is the only country which 
still resists this world trend. Even if she were as 
anxious as Germany to enjoy the benefits of economic 
discipline she would be at a disadvantage because 
her nationals are not nearly as mechanically minded 
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and efficient as the Germans. As it is, the natural 
disadvantages of the French national character 
are greatly aggravated by this deliberate refusal 
to keep up with the modern tendency towards 
planning. 

On the left bank of the Rhine there is the French 
nation of a little over 40,000,000 souls stagnating owing 
to an inadequate birth-rate. On the right bank there 
is Germany with her 65,000,000 inhabitants progress¬ 
ing as a result of an increasing birth-rate. Through this 
increase, and through territorial additions, Germany 
will soon have twice the numerical strength of France. 
In addition she will enjoy the advantages of economic 
discipline, efficiency, organisation, and mechanisation, 
in contrast to the economic anarchy and old-fashioned 
individualism of France. The contest will be uneven, 
and France will have to depend for her existence 
upon the support of other nations. There is no security 
in such a necessity. 

France has rendered immense services to the pro¬ 
gress of civilisation. Her intellectual superiority makes 
her continued existence a matter of vital importance 
for mankind. Everybody who has the fate of European 
culture at heart must agree that she must be supported 
and saved. Her absorption in a German super-Reich 
would be the greatest disaster since the collapse of the 
Roman Empire. It is the duty of Great Britain to 
make up for the growing inferiority of France by 
giving her whole-hearted and unwavering support. In 
addition to serving the interest of mankind as a whole 
this country would serve, in doing so, its own vital 
interest. For, it would be idle self-deception to imagine 
that once the conquering German army had reached 
Calais it would stop there. 
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The existence of a strong and independent France 
provides this country with a highly valuable first line 
of defence. Mr. Baldwin was right when he declared that 
the British frontiers were no longer at Dover but on 
the Rhine. The support of France would be in accor¬ 
dance with the traditional balance-of-power policy 
which saved this country from invasion throughout 
the past centuries. This balance-of-power policy has 
been pursued, consciously or otherwise, throughout 
the ages; it was responsible for the support given to 
France and Belgium in 1914; it was responsible for the 
pro-German tendencies of British foreign policy after 
the war, until the advent of the National Socialistic 
regime; it is responsible for the adoption of a decidedly 
pro-French policy since 1933, for, although at present 
France is incomparably stronger than Germany, it 
would be short-sighted to base the foreign policy of 
Great Britain upon actual instead of potential strength. 
Although France may have to-day a larger standing 
army and although her superiority in heavy guns and 
aeroplanes is still very large, Germany is making rapid 
progress in re-armament. In possession of a superior 
human material and industrial organisation, and 
with the aid of an elasticity due to the application 
of unorthodox economic and financial principles, it 
will not be long before Germany becomes the stronger 
nation of the two. Moreover, the spirit that animates 
the nation matters even more than the number of 
effectives and the quantity of war material. Iron 
discipline coupled with fanaticism in Germany is in 
sharp contrast with the demoralisation and war¬ 
weariness prevailing in France. Beyond doubt she 
would recover the spirit in which she fought the battle 
of the Marne the moment she was actually attacked. 
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But it may be too late by then to make good years of 
stagnation and decline. 

If it is the duty of Great Britain to give France her 
full support, it is none the less highly important that 
France should not be made dependent upon that 
support. An alliance between France, Great Britain, 
and Italy, desirable as it is, might have the dis¬ 
advantage of creating in France a false feeling of 
security and of paralysing the efforts of those who 
want her to work out her own salvation. In order that 
she can be helped, and that she should deserve help, 
she must do her utmost to help herself. A complete 
political and moral regeneration is of vital importance 
for France even if she could be absolutely certain of 
Great Britain’s support, which unfortunately is not 
the case. It is difficult to define exactly what form that 
regeneration should assume. Most people who talk 
about it usually believe that it will have to follow the 
lines of Fascism. This is, however, by no means 
necessarily the case. The French mind has sufficient 
originality to find the formula that would suit best. 
France is sure to be able to work out her salvation in 
her own way instead of having to copy the principles 
and methods of other nations. 

To bring about a complete regeneration will be a 
most difficult task. It is unfortunate that France 
should have chosen to increase, deliberately and sub¬ 
stantially, her difficulties by handicapping herself with 
an over-valued currency. At the time when she should 
be straining every nerve to fight the battle of her 
existence she is diverting a large portion of her energy, 
and is paralysing her freedom of action by futile efforts 
to maintain the franc at its present parities. It cannot be 
emphasised sufficiently that devaluation in itself will 
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not solve her problems. They can only be solved by 
national regeneration. But it is certain that, without 
removing by devaluation the handicap of an over¬ 
valued currency, France will not be capable of solving 
her vital problem. The French nation has to realise 
that it has to choose between the franc and France. 
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FRENCH BUDGETARY RESULTS—1913-1934 


The following table, extracted from the Department of Over¬ 
seas Trade Report on “Economic Conditions in France” by 
Sir Robert Cahill, Commercial Counsellor at the British 
Embassy in Paris, shows the development of the French Budget 
since before the war: 


Year 

Expenditure (Million Francs) 

Revenue 

Total 

(Million 

Francs) 

Civil 

Services 

Military 

and 

Naval 

Services 

Reparations 

(Recoverable 

Expendi¬ 

ture) 

Service 
of the 
National 
Debt 

Total 

1913 

1,948 

1,815 


1,304 

5,067 

5,092 

1914 

1,698 

6,700 

372 

1,295 

10,065 

4,549 

1915 

2,450 

16,541 

1,914 

1,899 

22,804 

4,131 

1916 

2,372 

24,293 

2,947 

3,333 

32,945 

5,251 

1917 

2,750 

29,985 

4,081 

4,864 

41,680 

5,811 

1918 

3,402 

38,096 

5,952 

7,087 

54,537 

6,986 

1919 

5,228 

20,343 

15,481 

7,987 

49,039 

10,176 

1920 

12,436 

6,693 

21,254 

12,026 

52,409 

18,176 

1921 

9,728 

5,705 

16,259 

12,086 

43,778 

21,217 

1922 

8,305 

4,873 

11,055 

13,195 

37,428 

21,383 

1923 

6,509 

4,843 

13,782 

12,810 

37,944 

23,495 i 

1924 

10,415 

5,945 

11,780 

13,074 

41,214 

27,574 

1925 

7,654 

5,989 

1,062 

19,481 

34,186 

32,957 

1926 

9,505 

7,228 

1,045 

22,578 

40,3561 

41,337 

1,018* 

1927 

10,929 

11,774 

1,240 

23,148 

47,091 { 

43,297 

6,150* 

1928 

11,632 

9,642 


22,785 

44,059 ( 

47,294 

6,502* 

1929 \! 

13,239 

10,001 


22,127 

45,367 \ 

62,930 

+ 3 months r 
of 1930 J 
1930-31 

6,210 

13,819 

3,320 

16,424 


4,156 

23,381 

13,686/ 
53,624 { 

8,502* 

51,185 

11,509* 

1931-32 

20,064 

12,577 

•• 

20,675 

53,316 { 

47,705 

6,036* 

1932 

(9 months)/ 

15,711 

10,966 


15,412 

42,089 { 

37,098 

5,661* 

1933 

1934 

(Budget law, 
Feb. 28) 

20,864 

118,864 

10,587 

11,185 


19,432 

20,114 

50,487 { 
50,163 { 

36,318 

6,520* 

48,281 

5,437* 


* Separate revenue of Autonomous Fund for Debt Redemption (calendar years). 
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REVENUE IN RECENT YEARS 

The following table shows the monthly figures of French 
“normal and permanent’’ revenue during 1931, 1932, 1933, 
and the first half of 1934. It will be noted that from April 
1934 only quarterly returns are published. 



(In Thousands of Francs) 

1931 

1932 

1933 

1934 

January . 

4,239,847 

3,545,938 

3,248,205 

3,278,285 

February 

2,890,214 

2,504,306 

2,283,232 

2,203,498 

March 

2,787,923 

2,526,552 

2,442,255 

2,587,700 

April 

3,303,431 

3,095,951 

3,064,262 

) 

May 

2,688,810 

2,396,967 

2,586,504 

V8,760,540 

June 

3,167,336 

3,076,151 

2,848,229 

1 

July 

5,489,028 

3,722,776 

3,815,398 


August . 

3,229,862 

3,157,441 

3,076,436 


September 

I 3,617,598 

2,509,991 

2,857,607 


October . 

5,203,164 

4,087,790 

4,080,485 


November 

3,909,973 

3,312,315 

3,275,875 


December 

3,350,583 

3,161,769 

3,032,407 
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YIELD OF INDIRECT TAXATION 

The following figures, covering the second quarter of 1934, 
indicate the yield of indirect taxes and monopolies: 



Second Quarter 
of 1934 

Difference 
Compared with 
1933 


Francs 

Francs 

Registration duty . 

852,979,000 

- 15,701,000 

Stamp duty .... 

539,583,000 

+ 14,319,000 

Bourse duties .... 

33,443,000 

- 5,634,000 

Coupon tax .... 

755,075,000 

f 82,294,000 

Customs ..... 

1,052,690,000 

- 143,675,000 

Sundry indirect taxes 

1,405,753,000 

- 61,324,000 

Turnover tax .... 

1,606,029,000 

- 80,422,000 

Duty on spices 

106,533,000 

- 15,877,000 

Duty on vanilla 

934,000 

+ 177,000 

Salt Duty .... 

44,343,000 

968,000 

Duty on essences and petrols 

134,903,000 

- 32,363,000 

Duty on benzols 

83,328,000 

- 13,883,000 

Duty on heavy mineral oils 

5,956,000 

+ 2,363,000 

Duty on sugar and saccharine . 

16,026,000 

+ 1,718,000 

Surtax on essences and benzols . 

190,740,000 

- 7,614,000 

Monopolies .... 

86,162,000 

- 6,815,000 

Total 

6,914,477,000 

- 283,405,000 
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YIELD OF TURNOVER TAX 

The following table indicates the changes in the proceeds of 
the Turnover Tax, which is considered to be one of the most 
dependable indices of trade activity: 




Compared with 


Proceeds 

Budgetary 

Estimates 

Corresponding 
Month of 1933 

1933— 

Francs 

Francs 

Francs. 

January 

641,883,000 

- 58,117,000 

- 3,278,000 

February 

586,987,000 

- 37,655,000 

+19,066,000 

March . 

471,432,000 

- 21,716,000 

+ 24,951,000 

April 

574,649,000 

- 30,434,000 

-19,034,000 

May 

590,829,000 

+ 12,146,000 

+ 31,998,000 

June 

520,973,000 

- 22,302,000 

- 3,213,000 

July 

633,480,000 

+ 6,040,000 

+ 27,722,000 

August . 

564,121,000 

- 27,244,000 

- 6,777,000 

September 

517,858,000 

- 5,653,000 

+ 12,473,000 

October. 

615,580,000 

- 19,512,000 

+ 2,738,000 

November 

594,080,000 

- 25,482,000 

- 3,646,000 

December 

542,215,000 

- 18,773,000 

+ 125,000 

1934— 




January 

605,004,000 

- 40,501,000 

-38,879,000 

February 

547,468,000 

- 60,607,000 

-39,519,000 

March . 

483,018,000 

- 2,452,000 

+ 11,595,000 

April \ 




May J . 

1,606,029,000 

-137,109,000 

- 80,422,000 

June ) 
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FRENCH OFFICIAL BALANCES WITH THE BANK 
OF FRANCE 

The following table indicates the amount of the balances of 
the French Treasury and those of the Caisse Autonome d’Amor- 
tissement with the Bank of France at the end of every year, 
and the range of their fluctuations during the year: 


Year 

Treasury ’a Deposits 

(In Millions of Francs) 

Caisse d’Amortissement 
Deposits 

(In Millions of Francs) 


End of 
Year 

Highest 

Lowest 

End of 
\ ear 

Highest 

Lowest 

1928 

6835 

8416 

4555 

5379 

5379 

620 

1929 

7582 

8368 

5037 

4155 

7003 

4155 

1930 

4639 

7548 

3010 

7985 

8043 

1772 

1931 

337 

5367 

295 

5561 

9507 

5533 

1932 

193 

2430 

19 

2118 

5849 

2118 

1933 

261 

1741 

11 

2061 

2298 

1945 

1934 

(Jan.-Aug.) 

• • 

850 

46 


3108 

1605 
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OFFICIAL BALANCES IN 1933-1934 

The following figures show the weekly changes in the balances 
of the French Treasury and of the Caisse d’Amortissement 
with the Bank of France from January 1,1933, to September 7, 
1934: 



(In Millions of Francs) 



(In Millions of Francs) 

Date 

Treasury’s 

Deposits 

Caisse 

d’Amortisse- 

ment 

Deposits 

Date 

Treasury’s 

Deposits 

Caisse 

d’Amortisse- 

ment 

Deposits 

1933. 
Jan. 6 

316 

2104 

July 

7 

513 

2201 

„ 13 

394 

2098 

ff 

13 

575 

2004 

„ 20 

334 

2079 

ft 

21 

622 

2012 

„ 27 

186 

2082 

tt 

28 

742 

2010 

Feb. 3 

11 

2090 

Aug. 

4 

903 

2006 

„ 10 

50 

2076 

it 

11 

710 

2002 

„ 17 

434 

2070 

tt 

18 

955 

2027 

» 24 

154 

2071 

tt 

25 

770 

2005 

Mar. 3 

142 

2038 

Sept. 

1 

1087 

2103 

„ 10 

51 

2030 

tt 

8 

1050 

2102 

„ 17 

95 

2030 

tt 

15 

1274 

2101 

„ 24 

125 

2035 

it 

22 

1405 

2096 

„ 31 

107 

2128 

it 

29 

1493 

2193 

April 7 

193 

2026 

Oct. 

6 

1503 

2060 

„ 14 

327 

2036 

tt 

13 

1602 

2167 

„ 21 

364 

2021 

tt 

20 

1741 

2253 

„ 28 

311 

2029 

it 

27 

1741 

2286 

May 6 

216 

2015 

Nov. 

3 

1361 

2274 

„ 12 

151 

2009 

a 

10 

1372 

2269 

„ 19 

309 

1989 

tt 

17 

980 

2264 

„ 26 

289 

1981 

a 

24 

696 

2259 

June 2 

228 

1991 

Dec. 

1 

162 

2256 

„ 9 

401 

1947 

tt 

8 

169 

2298 

» 16 

451 

1945 

tt 

15 

129 

2277 

„ 23 

508 

2004 

tt 

22 

178 

2073 

„ 30 

337 

2000 

tt 

29 

261 

2061 
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APPENDIX VI —continued 




(In Millions of Francs) 


(In Millions of Francs) | 

Date 

Treasury's 

Deposits 

Oaisse 

d'Amortisse- 

ment 

Deposits 

Date 

Treasury’s 

Deposits 

Caisse 

d’Amortisse- 

ment. 

Deposits 

1934. 



May 11 

428 

1896 

Jan. 

5 

141 

2042 

„ 18 

517 

2201 

>> 

12 

154 

2032 

„ 25 

536 

2459 


19 

155 

2026 

June 1 

327 

2673 

»> 

20 

70 

2227 

„ 8 

369 

2609 

Feb. 

2 

149 

2219 

„ 15 

355 

2940 

»» 

9 

102 

1947 

„ 22 

272 

3036 

»> 

10 

77 

1944 

„ 29 

256 

3035 

»> 

23 

95 
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July 6 

295 

3039 

Mar. 

2 

89 

1771 

„ 12 

387 

3025 

>> 

9 

59 
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„ 20 
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3020 


10 

58 

1702 

„ 27 

407 

3108 

>» 

23 

215 

1605 

Aug. 3 

231 

3029 

»» 

30 

89 1 

1632 

„ 10 

406 

3024 

April 

0 

214 

1607 

„ 17 

998 

3018 

>» 

13 

163 

1595 

24 

904 

3035 


20 

195 

1674 

„ 31 

850 

3034 

>> 

27 

308 

1716 

Sept. 7 

689 

3012 

May 

4 

371 

1803 

14 

573 

3082 
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APPENDIX VIII 


NOTE COVER AND NOTE ISSUE 


The following figures indicate the changes in the note issue, 
gold reserve, and foreign exchange holding of the Bank of 
France: 


End of 

(In Millions of Francs) 

Gold 

Reserve 

Foreign Exchange 

Note 

Issue 

Sight 
Depofii t-s 

Bills 

1925 

18,142 

316 


49,993 

1926 

18,146 

418 


52,449 

1927 

18,126 

252 


56,301 

1928 

31,977 

13,510 

19,215 

63,916 

1929 

41,668 

7,249 

18,693 

68,571 

1930 

53,578 

6,792 

19,387 

76,436 

1931 

68,863 

12,354 

8,757 

85,725 

1932 

83,017 

2,938 

1,545 

85,028 

1933 

77,098 

16 

1,143 

82,613 

1933— 





April . 

80,866 

2,440 

1,406 

84,992 

May 

80,951 

2,468 

1,419 

83,267 

June . 

81,243 

2,585 

1,405 

84,708 

July . 

81,976 

2,572 

1,403 

82,853 

August 

82,227 

1,291 

1,361 

81,143 

September . 

82,095 

1,287 

1,346 

82,994 

October 

81,032 

1,285 

1,302 

81,099 

November . 

77,822 

38 

1,213 

80,368 

December . 

77,098 

16 

1,143 

82,613 

1934— 





January 

77,055 

16 

1,114 

79,474 

February 

73,971 

15 

1,056 

81,024 

March . 

74,613 

12 

1,056 

82,833 

April . 

75,756 

14 

1,052 

81,502 

May . 

77,466 

14 

1,080 

79,992 

June . 

79,548 

15 

1,142 

82,058 

July . 

80,252 

15 

1,141 

80,809 
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APPENDIX IX 


FRENCH BANK DEPOSITS 

The following figures show the fluctuations in the amounts 
of deposits of the four leading French Commercial Banks: 


End of 

(In Millions of Francs) 

( urrent 
Accounts 

Sight 

Deposits 

Time 

and Notice 

Total 

1924 

8,799 

6,152 

256 

15,207 

1925 

11,502 

8,572 

351 

20,425 

1926 

13,348 

9,258 

393 

22,999 

1927 

14,918 

11,613 

518 

27,049 

1928 

21,502 

12,974 

8% 

35,372 

1929 

19,437 

13,554 

1,074 

34,065 

1930 

20,447 

14,837 

1,397 

36,681 

1931 

22,351 

14,672 

1,222 

38,245 

1932 

21,178 

15,313 

1,268 

37,759 

1933 

17,946 

13,827 

862 

32,635 

1933— 





January 

20,091 

15,216 

1,221 

36,528 

February 

19,821 

14,656 

1,116 

35,593 

March 

20,050 

14,113 

1,045 

35,208 

April . 

19,307 

14,347 

979 

34,633 

May . 

19,565 

14,580 

979 

35,124 

June . 

19,725 

14,582 

988 

35,295 

July . 

19,756 

14,915 

1,005 

35,676 

August 

18,806 

14,613 

1,007 

34,426 

September . 

18,807 

14,410 

964 

34,181 

October 

18,544 

14,266 

976 

33,786 

November . 

18,128 

13,947 

933 

33,008 1 

December . 

17,946 

13,827 

862 

32,635 

1934— 





January 

18,154 

13,815 

840 

32,809 

February 

16,843 

13,048 

845 

30,736 

March. 

16,627 

12,944 

819 

30,390 | 

April . 

16,841 

12,978 

857 

30,676 
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APPENDIX X 


FRENCH BANKING FIGURES 

The following figures, compiled by the Economic Intelligence 
Department of the Bank of France, indicate the development 
of French banks during the crisis: 


Four Leading Commercial Banks 
(In Millions of Francs) 


End of: 

1929 

1930 

1931 

1932 

September 

1933 

1. Cash in hand and with 
banks, etc. . 

2,827 

3,957 

12,599 

9,945 

8,568 

2. Discounts and national 
defence bonds 

21,064 

20,224 

18,269 

21,932 

19,738 

3. Correspondents and 
debtors on current 
account 

12,589 

14,761 

9,803 

8,011 

8,730 

4. Advances 

1,935 

1,577 

1,100 

1,044 

1,254 

5. Deposit accounts 

14,628 

16,234 

15,894 

16,581 

15,374 

6. Current accounts 

19,437 

20,447 

22,351 

21,178 

18,807 

7. Acceptances 

1,275 

921 

576 

295 

253 


Investment Banks 
(In Millions of Francs) 


End of: 

1929 

1930 

1931 

1932 

1. Cash in hand and with Bank of 





France .... 

1074 

1410 

963 

966 

2. Correspondents, commercial 





portfolio, etc. 

1678 

1624 

1383 

1611 

3. Investments and participations 

898 

982 

1062 

1031 

4. Loans and advances 

2855 

2217 

1310 

947 

5. Acceptances .... 

217 

217 

207 

92 

6. Deposits .... 

4917 

4813 

3442 

3472 

Whereof Current accounts . 

2823 

3079 

2228 

2448 

Time deposits 

2029 

1661 

1164 

976 
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APPENDIX XI 


FRANCE’S TRADE BALANCE 

The following figures indicate the amount of French imports 
for home consumption and that of domestic exports since 
the war: 


Yoar 

(In Millions of Francs) 

Imports 

Exports 

Balance 

1913 

8,421 

6,880 

- 1,541 

1918 

22,306 

4,723 

-17,583 

1919 

35,799 

11,880 

-23,919 

1920 

49,905 

26,895 

-23,010 

1921 

22,067 

19,773 

- 2,294 

1922 

23,930 

21,379 

- 2,551 

1923 

32,689 

30,433 

- 2,257 

1924 

39,928 

41,468 

+ 1,540 

1925 

44,095 

45,755 

+ 1,660 

1926 

59,598 

59,678 

+ 80 

1927 

53,049 

54,926 

4- 1,877 

1928 

53,448 

51,375 

- 2,073 

1929 

58,220 

50,139 

- 8,081 

1930 

52,511 

42,835 

- 9,676 

1931 

42,206 

30,436 

-11,770 

1932 

29,826 

19,696 

-10,133 

1933 

28,411 

18,418 

- 9,993 
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APPENDIX XII 


RECENT TRADE FIGURES 

The following are the monthly figures of French foreign 
trade since the beginning of 1932: 



(In Thousands of Francs) 

Imports 

Exports 

1932— 



January 

2,341,479 

1,805,588 

February 

2,399,047 

1,768,951 

March. 

2,615,648 

1,718,145 

April . 

2,812,606 

1,742,282 

May . 

2,453,635 

1,472,783 

June . 

2,613,515 

1,572,454 

July . 

2,381,525 

1,426,777 

August 

2,273,361 

1,426,550 

September . 

2,218,781 

1,632,768 

October 

2,419,106 

1,703,393 

November . 

2,528,594 

1,730,122 

December . 

2,751,078 

1,705,652 

1933— 



January 

2,551,408 

1,501,067 

February 

2,647,522 

1,537,414 

March. 

2,613,047 

1,519,777 

April . 

2,425,506 

1,500,828 

May . 

2,461,482 

1,478,543 

June . 

2,409,130 

1,427,982 

July . 

2,212,165 

1,466,100 

August 

2,140,867 

1,450,714 

September . 

2,131,533 

1,584,621 

October 

2,229,771 

1,662,425 

November . 

2,288,712 

1,672,676 

December . 

2,299,419 

1,615,889 

1934— 



January 

2,302,562 

1,512,503 

February 

2,063,294 

1,512,215 

March. 

2,290,682 

1,488,863 

April . 

2,035,212 

1,469,932 

May . 

1,959,069 

1,364,881 

June . 

1,963,640 

1,451,399 

July . 

1,714,295 

1,351,053 

August 

1,671,879 

1,390,576 
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APPENDIX XIII 


FRENCH INDUSTRIAL PRODUCTION 


The following index of industrial production, compiled by the 
Statistique Generate de France on the basis of 1913, has been 
converted on the basis of 1928 by the League of Nations 
Statistical Department: 



General 

Index 

of Production 

Engineering 

Textiles 

1925 .... 

85-0 

83*3 

91*9 

1926 .... 

99*2 

95*7 

98*0 

1927 .... 

86-6 

82*6 

89*9 

1928 .... 

1000 

100*0 

100*0 

1929 .... 

109*4 

113*8 

929 

1930 .... 

110*2 

113*8 

85*9 

1931 .... 

97*6 

98*6 

71*7 

1932 .... 

75*6 

69*6 

60*6 

1933 .... 

84*6 

78*5 

74*5 

1933— 




January . 

78*7 

70*3 

70*7 

February . 

81*1 

73*2 

71*7 

March 

82*7 

75*4 

69*7 

April 

84*3 

78*3 

68*7 

May . 

85*8 

80*4 

71*7 

June 

87*4 

81*9 

75*8 

July. 

88*2 

82*6 

77*8 

August 

87*4 

82*6 

78*8 

September 

86*6 

81*9 

78*8 

October 

85*0 

80*4 

77*8 

November 

84*3 

79*0 

76*8 

December . 

83*5 

76*1 

75*8 

1934— 




January . 

83*5 

74*6 

76*8 

February . 

82*7 

73*2 

76*8 

March 

81*9 

72*5 

72*7 

April 

81*1 

72*5 

69*7 

May.... 

79*5 

71*7 

66*7 

June 

78*0 

71*0 

61*6 
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APPENDIX XIV 


FRENCH COTTON INDUSTRY 

The following figures indicate the decline in activities in the 
French cotton industry during the period of the financial 
recovery: 



1934 | 


April 

May 

June 

July 

Spinning (average per spindle- 
in kilograms)— 

Production . 

1*552 

1*593 

1*453 

1*370 

Deliveries 

1*520 

1*608 

1*411 

1*364 

Stocks 

2*626 

2*634 

2*423 

2-482 

Unfulfilled orders . 

5*373 

5*126 

4*568 

4*459 

Weaving (average per loom in 
pieces of 100 metres)— 
Production . 

5*18 

5*00 

4*95 

4*49 

Deliveries 

4*43 

4*43 

4*85 

4*30 

Stocks 

8*88 

9*62 

9*09 

9*87 

Unfulfilled orders . 

14*51 

12*75 

! 12*63 

11*74 
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APPENDIX XY 


WHOLESALE PRICES IN FRANCE 

The following figures show the development of the Index 
Number of wholesale prices published by the Statistique 
Generate de France. It is based on the average for 1913, and 
is calculated both on the basis of the old gold franc and of the 
new franc: 


Average 

Paper 

Gold 

1913 

100 

1000 

1926 

695 

141*1 

1927 

642 

130-4 

1928 

645 

131-0 

1929 

627 

127-3 

1930 

554 

112-5 

1931 

502 

101-9 

1932 

427 

86-8 

1933 

398 

80-9 

1932 December 

413 

83-9 

1933 January 

411 

83-5 

February 

404 

82-0 

March . 

390 

79-2 

April . 

387 

78-6 

May 

383 

77-8 

June 

403 

81-8 

July . 

401 

81-4 

August . 

397 

80-6 

September 

397 

80-6 

October 

397 

80-6 

November 

403 

81-8 

December 

407 

82-6 

1934 January 

405 

82*2 

February 

400 

81*2 

March . 

394 

80*0 

April . 

387 

78*6 

May 

381 

77*4 

June 

379 

77*0 

July 

374 

75*9 


137 









APPENDIX XVI 


IMPORT AND EXPORT PRICES IN FRANCE 

The following figures show the discrepancy between changes 
in wholesale prices of imported and exported commodities (as 
calculated by the Statistique Generale de France) since the 
beginning of the crisis. The basis is the average for the year 
1928. 



1929 

1930 

1931 

1932 

1933 

Foodstuffs— 






Imported . 

95 

82 

74 

65 

62 

Exported . 

Raw Materials— 

101 

96 

89 

70 

64 

Imported . 

98 

79 

58 

46 

42 

Exported . 
Manufactures— 

99 

85 

69 

57 

55 

Imported . 

92 

84 

74 

66 

63 

Exported . 

All Commodities— 

98 

98 

80 

68 | 

i 

61 

Imported . 

95 

80 

65 

55 

50 

Exported . 

98 

94 

78 

66 

60 
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APPENDIX XYII 


THE COST OF LIVING 

The following figures show the development of the quarterly- 
index number of the Statistique Generate de France for the 
Cost of Living in Paris for a working-class family of four. The 
basis is 100 for 1914. 


Yearly Average 


1914 .... 

100 

1920 .... 

342 

1921 .... 

309 

1922 .... 

296 

1923 .... 

334 

1924 .... 

369 

1925 .... 

400 

1926 .... 

505 

1927 .... 

514 

1928 .... 

519 

1929 .... 

555 

1930 .... 

582 

1931 .... 

569 

1932— 


1st quarter 

534 

2nd quarter 

535 

3rd quarter 

517 

4th quarter 

516 

1933— 


1st quarter 

523 

2nd quarter 

516 

3rd quarter . . 

516 

4th quarter 

526 

1934— 


1st quarter 

526 

2nd quarter 

522 
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